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INDUSTRIAL UNREST! 
Be Agate: » ss 
“In 1914, when the war broke out, a wave of patriotic senti- 
ment led the well-to-do citizens of this country to resolve to do 
something to prevent the poor from suffering too much. They 
proceeded to collect money for the relief of the distress which 
was expected from want of employment, and we can well 
remember the exultation felt when the aggregate reached a sum 
which would pay for about half a day of the war at the present 
rate. The expected unemployment did not arrive. Instead, em- 
ployment became more complete than ever before. The unem- 
ployment percentage curve sank almost to the base of the chart : 
old-age pensioners were dragged from their retirement ; thousands 
of “‘flappers,” girls in their early teens, left their trivial home 
tasks and peopled shanties run up for Government departments 
in St. James’s Park and the Embankment Gardens, and hundreds 
of thousands worked in munition factories everywhere, while 
their brothers, the “flippers,” got promotion at a rate which 
suggested that Father Time must have taken to an aeroplane. 
Wages in the new occupations were very high, and even in the 
depressed trades ‘‘war bonuses” had to be given to retain a much 
diminished number of workers. So far as money receipts were 
concerned, the working classes never had such a glorious time. 
And yet not quite three years after the beginning of the war 
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a Commission was appointed by the Prime Minister to “inquire 
and report upon Industrial Unrest and to make recommendations 
to the Government at the earliest practicable date,” and its work 
was considered so urgent that it divided itself into eight divisions 
(corresponding to the eight munition areas), and these eight all 
reported in a month! 

With the aid of the Commissioners’ reports it is not very 
difficult to see what the main causes of the unrest have been. 

In the first place we may take the loss of individual liberty. 
Of course, many of the restrictions imposed by war measures, 
while irritating enough to the people in general, can scarcely be 
regarded as causes of “industrial” unrest, inasmuch as they are 
not directly connected with employment. Such are the liquor 
restrictions, and the fact is probably the explanation of the 
sharp divergence of opinion between the various panels of the 
Commission when they ask themselves whether the liquor 
restrictions have been a cause of industrial unrest. The West 
Midlands Commissioners ‘“‘were frankly amazed at the strength 
of the objections to the liquor restrictions,” and recommend that 
the supply of beer should be largely increased. The Scotch Com- 
missioners, on the other hand, received no complaint from any 
quarter; and the North-Eastern Commissioners find that “the 
liquor restrictions have not generally led to the creation of in- 
dustrial unrest”; while the North-Western Commissioners very 
confusedly announce that they ‘“‘are a cause of unrest,” but ‘“con- 
tribute to unrest rather than cause it,” and quote with approval 
the observation of an employer, “I should not call the liquor 
restrictions a cause of unrest, but 1 should unhesitatingly say 
they are a source of a considerable loss of social temper.’’ 
The Commissioners in general adopt the view very naively 
expressed in the North-Western report, that “the matter should 
be sensibly dealt with, not from the high ideals of temperance 
reformers, whose schemes of betterment must be kept in their 
proper place till after the war, but from the human point of view 
of keeping the man who has to do war work in a good temper, 
which will enable him to make the necessary sacrifices in a con- 
tented spirit,” beer being to many of the best citizens of the 
country “not only a beverage, but a sacred national institution.” 

Conscription appears at first sight not to be a distinctively 
industrial matter, any more than the liquor restrictions, but it 
becomes so in consequence of the necessary exceptions to its 
universality. The loss of liberty involved in every man of a 
certain age being compelled to serve was a popular loss among 
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almost all classes, because the man of military age who was not 
willing to serve was disliked, but whether or not, it could not 
have been a cause of specifically industrial unrest. But when it 
was found that universality was impossible, and the loss of liberty 
took the form of tribunals deciding who was to go and who to 
stay, the situation was completely altered. Decisions that this 
man and that man, though of military age and fitness, shall be 
allowed to stay at home in safety because they are indispensable 
to the industry in which they are employed are and must be 
industrial decisions, and, human nature being what it is, they are 
absolutely certain to become a cause of industrial unrest. More- 
over, the Army itself, though its efforts are directed to the 
destruction of the enemy, is an industrial organisation, and offers 
great variety of occupation : the selection of men for the various 
occupations is entirely in the hands of the military authorities, 
and would be far from giving universal satisfaction, even if those 
authorities were perfectly wise. As things are, it is not surprising 
to hear from the Scotch Commissioners that “the whole system 
of the operation of the Military Acts is, in the opinion of the great 
bulk of the working classes, an exhibition of bungling incom- 
petence and of exasperating dilatory methods,’’ and that the 
opinion generally held of the unfair working of the Acts is “a 
great cause of unrest.” 

While willing to submit to the loss of liberty involved in 
universal military service, the working classes to a man were 
strenuously opposed to “industrial conscription.” Now it is true 
that no man has been industrially conscribed in the sense of being 
directly compelled to take some particular employment, but a 
great deal of what may be called negative industrial conscription 
has been introduced by restricting men’s freedom to abandon 
their émployment, either by way of strike or in order to take 
other employment. As the West Midlands Commissioners say, 
“The Munitions of War Acts have revolutionised industry. In 
normal times the workman is free to leave his employment, 
whether to secure better wages or on personal grounds; now he 
can do neither unless his employer consents or the Munitions 
Tribunal grants a certificate. . . . In normal times wage changes 
are settled by collective bargaining ; now they are settled by the 
State. In normal times the employer disciplines his own men ; 
now discipline is enforced publicly in a criminal court. Lastly, 
the Trade Unions have fought, rightly or wrongly, and in the 
engineering trades have fought successfully, for the principle that 
certain men or certain unions alone were entitled to certain work. 
HH 2 











456 THE ECONOMIC JOURNAL [DEC. 


Now this has been swept away, and men and women of rival 
unions, or of no unions at all, work alongside skilled craftsmen. 
These changes are strongly resented as infringements of personal 
liberty, to which men are deeply attached.” 

Historians tell us that the people of England in old times 
bought their liberties with hard cash. In our day surprise and 
annoyance ha’ been expressed in some quarters at the unreadi- 
ness of the workmen to sell their industrial rights. Patriotism 
and pelf, they have been told, both demanded that they should 
make no fuss about such things: the one thing needful to them 
was to beat the Germans, and they should be thankful for the 
high wages which they were able to earn for doing it under, and 
it was implied, in consequence of, the new system. The appeal 
to patriotism has kept things going ; the appeal to pelf has largely 
failed. 

One great reason for its failure has been, of course, the rise 
of prices, which has made the rise of wages to a large extent 
illusory and disappointing. ‘The ordinary person’s feelings are 
outraged by any change in prices which tells against him much 
more than they are gratified by a change in his favour. If his 
wages are doubled at the same time as the cost of the things he 
has been accustomed to buy rise one-half, he will not be thankful 
for the actual rise in his real wages, but will be infuriated by 
the belief that somebody has cheated him out of part of his 
rights. Thus even the large section of the working classes which 
has really so far without doubt benefited greatly by the war 
changes might quite reasonably have been expected to be ex- 
tremely discontented, as well as those whose position was left 
substantially unaltered and those who have been actually damaged. 
The eight panels of the Commission are unanimous in regarding 
the opinion of the working classes, that they have been exploited 
by the rise of food prices, as the universal and most important 
cause of industrial unrest. 

The other great reason for the failure of the rise of money 
wages to placate the wage-earners has been the fitfulness of its 
distribution. A community which would be quietly contented 
with a 10 per cent. rise of income all round and happier still if 
the same aggregate increase arrived in the shape of an equal 
instead of a proportionate addition to each person’s income, is 
likely to be thrown into a seething ferment of discontent by a 
20 or a 50 per cent. rise distributed haphazard. The war changes 
have not only altered the distribution of earnings between different 
industries, but have altered the distribution between different 
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classes of workers inside each industry at haphazard, so that 
individuals working in the same shop have seen their relative 
positions reversed. The dispassionate outside observer sees no 
reason for supposing the new distribution to be less just or more 
unjust than the old, but the popular mind is devoted to the 
doctrine of vested interests and legitimate expectations. If time 
out of mind one class of labour has earned 20 per cent. or there- 
abouts more than some other class, it will seem a cruel injustice 
to the first class if they get a rise of only 15 per cent. while the 
second gets a rise of 50 per cent., so that the new carnings are 
138 and 150 instead of 120 and 100. Nor will their dissatis- 
faction be anything like balanced by the satisfaction of the class 
which has risen: this satisfaction will be alloyed by an uneasy 
feeling that the good fortune is undeserved, and that the unlucky 
have been badly used. The West Midland Commissioners say : 
“The outbreak of the war found the craftsmen’s unions, such 
as the A.S.E., working mostly on a time rate as against a piece 
rate. This was the case even where a piece rate was applicable 
and would have paid the men better. This feature of Trade 
Union policy is so well known that we need not enlarge on it. 
The war caused changes which can be grouped under three 
heads :— 
“First, the introduction of semi-skilled and unskilled men 
and women into work previously regarded as skilled men’s work. 
“Second, the largely increased ‘output of existing processes 
giving a greater earning power for the same piece rate, and 
“Third, the introduction of many new processes easily learnt 
and yielding a high wage at the agreed piece rates. To this must 
be added the great speeding-up which the beginning of the war 
called out, and the fact that it was very wisely determined that 
piece rates existing before the war should not be reduced. The 
result has been as great a revolution in industry as any similar 
period has witnessed. The output has been vastly increased, 
old processes have been scrapped, and new and more efficient 
ones introduced. Our industries stand on a different plane from 
the pre-war period. Now the effect of increased production 
coupled with a fixed piece rate has been a great increase of the 
earning power of workers doing repetition work. The rates were 
fixed in peace time, when not only were conditions more leisurely, 
but orders were received in dozens and grosses where they are 
now received in thousands and tens of thousands. Hence the 
machine can now be worked for a longer productive period, the 
output is enormously increased, and the wages earned have 
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reached a height hitherto undreamt of. In the engineering trade 
four pounds a week for [a] man or woman, who has entered the 
trade since the war, is not an unusual wage; whilst in many 
cases the wage reaches six, eight, and ten pounds a week or even 
more, all, be it understood, by workers with no previous experi- 
ence. At the same time the tool-maker and the gauge-maker, 
both skilled men whose skill is the basis on which the machine 
operates, are still working on a pre-war rate, plus the bonuses 
and advances received since the war, but, taking all these into 
account, are receiving considerably less than the piece-worker. 

“The result may be imagined. The skilled man with a life’s 
experience behind him sees a girl or youth, whom perhaps he 
himself has taught, earning twice as much as he does. The 
injury to his self-respect is as great as that to his pocket. His 
grievance is aggravated by the fact that the Leaving Certificate 
system prevents him from taking up repetition work himself.” 

The Yorkshire and East Midlands Commissioners similarly 
say: “In every district typical instances were given in which 
unskilled workers, labourers, women and girls, were earning more 
than double that of the skilled men, thus provoking discontent 
and acute unrest, not only in the ranks of the skilled men and 
in their homes concerning the inadequacy of their pay, but also in 
the other grades of ordinary unskilled labour, where the earnings 
of the workers have been but slightly increased, and thus made a 
demand for higher rates of pay, such as would provide the bare 
necessities of living at the present exorbitant prices. 

“The methods followed in fixing the prices for the piece- 
workers appear to have been of a very haphazard and careless 
character, arrived at generally without conference with those 
who could have suggested more scientific and equitable methods 
of securing that the greatest output could have been ensured by 
advancing skill and the employment of new and improved means 
of production. Unskilled workers in some factories are earning 
from £10 to £18 per week, and could easily earn more but are 
afraid to.”’ 

The discontent, which exists takes the form of anger with the 
Government, not in the sense of the particular group of politicians 
who happen to form the Cabinet or the Ministry, but the whole 
machine. The Government is directly employing an astonishingly 
large proportion of the whole population, and a large proportion 
of the remainder are employed by firms which are mere puppets 
in the hands of the Government. We hear no more of grand- 
motherly legislation: dropping that, the State has become the 
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Grand-employer, and the employees do not like it in that capacity. 
The Commissioners for the North-Eastern and the South-Western 
divisions, indeed, do not seem to have been much impressed by 
the feeling against the Government, but the other six panels 
have no doubt of its strength and importance. The machine is 
regarded as slow, stupid, and untrustworthy in all the six divi- 
sions. The two of them .which have the most independent life 
of their own—Scotland and Lancashire—think it too remote, and 
demand more local autonomy; but in the London area, within 
easy call of Whitehall, there is but ‘‘a fading confidence in 
Government departments,” and “a distinct opinion amongst both 
employers and workmen that the Government has intervened to 
a much greater extent than is desirable or useful in the relations 
between employers and employed’’; in the West Midlands the 
distrust of Government “is both widespread and dee}’’; in the 
Yorkshire and East Midland division, not only the skilled en- 
gineering and electrical trades, but members of a dozen less 
skilled unions “all alike without a single exception expressed 
distrust in, and total indifference to, any promise the Government 
may make, while some referred to ‘ Russia,’ and openly declared 
the one course open for Labour was a general ‘ down tools’ policy 
to secure reforms that constitutional action was failing to effect ’’ ; 
and the South Wales Commissioners say: “An outstanding 
feature of our inquiry has been the unqualified hostility on the 
part of witnesses, both on the men’s and the employers’ side, to 
Government interference.” 

There are many references throughout the report to the fact 
that the national trade unions are sharing in the loss of popularity 
suffered by the national government. ‘This is due in part to the 
association of the union authorities with the Government in 
measures which have turned out badly, and partly to the greater 
appreciation, at a time of very rapid movement, of the slow and 
cumbrous nature which characterises action through national unions 
as well as action through national government. Hence comes a 
preference for shop organisations in which the rank and file can 
act immediately when occasion arises. This looks like anarchy 
to the old-fashioned labour organiser, and many employers are 
beginning to look back with regret on a golden age when labour 
leaders were real gentlemen whom it was a pleasure to meet, and 
who possessed complete control over their followers. The Com- 
missioners are mostly puzzled by the development, which, after 
all, is probably only a step in the progress of individual liberty : 
the workers’ position having become really less servile, action 
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by small sections in accordance with their immediate circum- 
stances has become possible, and the protection afforded by vast 
and cumbrous organisations is less universally necessary. 

The findings of the Commissioners on the causes of unrest 
seem more interesting, and likely to be more fruitful than their 
recommendations. The findings not only present a snapshot 
picture of the industrial conditions prevailing at the end of the 
third year of the war, which will be a cherished possession of the 
future historian, but also should greatly assist anyone whose 
business is the amelioration of those conditions. In recommenda- 
tions, however, it can scarcely be expected that Commissioners 
appointed and reporting in a month should be able to suggest 
anything which is important and valuable without being obvious. 
The Government of this country, like that of others, has made 
itself a very uncomfortable bed, but it has got to lie on it till the 
termination of the night, which, it is to be hoped, is not now 
far distant. By a little shifting here and there the uneasiness 
may be slightly alleviated, but that is all. So we find a very large 
number of recommendations which differ in detail and relative 
emphasis between the eight reports, but which might be sum- 
marised in the advice, ‘‘remove causes of friction as far as possible 
and as quickly as possible by whatever means seem to be locally 
desirable, but do not imagine that you can do it by breaking 
pledges, even when they have led to great difficulties.” 

But there is- one exception to the general tameness of the 
recommendations. With regard to food prices, the eight panels 
are unanimous in thinking that something must be done. The 
Scotch Commissioners are cautious. They say that ‘on the whole 
amongst industrial workers there is no serious difficulty in meeting 
the cost of living, at least among the workers engaged in the 
largest industries in Scotland. The experience of shopkeepers 
and co-operative societies, the reduction of cases in the Small 
Debt Courts, the savings banks returns, the reports of Poor 
Law authorities, etc., seem to indicate that, on the whole, the 
aggregate weekly incomes of industrial workers keep pace with 
the cost of living.” They hint that much of the discontent in 
regard to the matter is fostered by misleading statements in the 
Press, and they only conclude that it must be “promptly dealt 
with, in the direction of either (a) taking steps to reduce the cost 
of the necessaries of life ; or, if this is not possible, (b) convincing 
the public that the prevailing high prices are inevitable,” without 
suggesting any method for securing either of these alternatives. 
The West Midland Commissioners say “it is absolutely necessary 
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that the Government should take immediate steps to reduce 
prices and prevent profiteering. We shall no doubt be told that 
this is an easy thing to say but difficult to do. We are, however, 
not concerned to find a remedy, which is the business of the Food 
Controller, but we are concerned to point out that the present 
uncertainty and confusion are doing untold mischief, and that 
the question should be tackled at once in a resolute manner.” 
The London Commissioners recommend a simple fixing of maxi- 
mum prices, and the North-Eastern and the Yorkshire Commis- 
sioners do the same, but add that Exchequer assistance must be 
given where necessary. The remaining three panels show a 
little more appreciation of the problem. The South Wales panel 
tried to find out ‘‘who and what causes are really responsible for 
the great increase in the cost of our food supplies,” but found 
themselves “largely baffled ’’ in their efforts, though they had 
to “exonerate’’ retailers, shipowners, and bakers. It was “sug- 
gested” to them, and they were “‘inclined provisionally to adopt 
the view, that the major part of the increased cost of food is due 
in part directly and in part indirectly to the destruction of tonnage 
by enemy submarines.” To show the effect of this destruction 
they point out that 25 per cent. insurance on a ship worth 
£150,000 with a cargo insured at £50,000, total £200,000, is 
100 per cent. on the cargo. They think it wrong that the loss 
should fall upon the consumers of food, and that it ought, instead, 
to be “met and provided for in the same way as all expenditure 
directly incurred in prosecuting the war.” That is, by an imme- 
diate increase of taxation or by an increase of borrowing with 
greater taxation to follow, but the panel’s only suggestion for 
new taxation is that “all excess profits derivable from the sale 
and distribution of commodities for home consumption should 
be appropriated by the State.” They seem very much pleased 
with this proposal to abolish ‘“‘the incentive to charge inflated 
prices for such commodities,” while leaving the merchant with 
a 20 per cent. of excess profits inducement to serve the foreigner 
rather than the home consumer. When he sells to the foreigner 
this panel, consisting of Messrs. Lleufer Thomas, Thomas Evans, 
and Vernon Hartshorn, who vaunt their absolute unanimity, take 
us clean back to the beginning of the seventeenth century by 
lauding his operations as “the bringing of wealth into this 
country.” On page 36 they place the phrase “to bring wealth 
into the country” in inverted commas: the quotation might be 
originally from Mun’s “England’s Treasure by Forraign Trade,” 
but the context suggests that it has been taken immediately from 
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some twentieth century Cardiff shipowner. Other proposals of 
this panel are that the Government should “stamp out all pro- 
fiteering ’’ in food, buy all imported food supplies as near as 
possible to the point of production, and fix the prices to be charged 
by the wholesaler, the middleman, and the retailer, while “in 
the event of its proving impracticable to bring about a substantial 
reduction in the cost of living, wages in all the lower-paid in- 
dustries ’’ should “be increased proportionately to the increase in 
the cost of living.”’ 

So far we can trace no recognition of what seems the very 
obvious fact that if there is less to eat somebody must eat less, 
and that the real problem is how to distribute the inevitable 
hunger in the manner which will cause least suffering on the 
whole. The Commissioners insist on regarding high prices not 
as an incentive to greater production and importation and a dis- 
couragement to waste and lavish use, but as if prices were them- 
selves the root-cause of the trouble, and must be beaten down 
without thought of the effect of their suppression. If they cannot 
be so beaten down, the South Wales panel add, the lower-paid 
classes of the population must be given as much money as will 
enable them to buy as much of the commodities as they used 
to buy, in spite of the shortage ; that this (as Malthus showed in 
1801 in his pamphlet on “The High Price of Provisions ’’) must 
cause a further enormous rise in prices, and, if the principle be 
followed out, a further and more extended application for increase 
of money wages followed by another rise of prices, and so on, 
ad infinitum, does not occur to this panel. 

The South-Western report, which bears the signatures 
William W. Mackenzie, Alfred Booth, and T. Chambers, attri- 
butes the rise of prices to the inflation caused by the Government 
relying too much on loans and “too little on taxation designed 
to check unnecessary consumption, and, latterly, to the actual 
shortage of supplies.’’ The only way to stop further inflation 
and the rise of prices resulting from it is to raise more by taxa- 
tion ; the taxation thought of seems to be increase of income tax 
and super tax. To get rid of the shortage, losses by submarine 
must be diminished and more ships built. The report continues : 

“Inflation and real shortage inevitably produce conditions 
favourable to what is commonly called profiteering, which is 
really only a symptom of the disease from which we are suffering. 
Treatment of the symptom may produce some alleviation, but 
cannot effect a cure. The danger of fixing prices for any com- 
modity is, of course, that the supply may cease. The general 
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rule, therefore, should be not to fix prices unless the whole supply 
is controlled. When this can be done the control should extend 
from the field of production to the shop-counter, and intermediate 
charges should be limited to a fair remuneration for services 
rendered.”’ 

This gets nearer the kernel than the other reports. It recog- 
nises that the high prices are partly caused by people having 
more money to lay out (owing to the inflation), and partly by 
there being a less quantity of commodities available for sale, and 
also that the high prices encourage supply. But it does not 
squarely face the fact that the inflation portion of the rise in the 
price of the more necessary articles comes particulariy from the 
increased money means of the working classes; an increase of 
money means in the hands of the wealthy does not lead to any 
appreciable increase in the demand for and price of the “‘neces- 
saries of life ’’—it leads almost exclusively to increase in the 
demand for and price of luxuries and of articles in which the 
money of the saving rich is ‘“invested,’’ or ‘‘capital goods,’’ as 
they are sometimes called. Consequently the South-Western 
Commissioners rather weaken their case for more taxation when 
they suggest increase of income tax and super tax, coupled with 
greater allowances for families, which is presumably what is meant 
by “a comprehensive reform with regard to the treatment of 
family incomes”; it is not taxation of those with the largest, but 
those with the smallest, margins over absolutely necessary ex- 
penditure which will most tend to reduce the prices of necessaries. 
Further, while observing that price calls forth supply, the report 
fails altogether to notice that it also arranges for the distribution 
of the commodity priced. When a commodity is sold for what 
it will fetch, each of a number of persons buys as much of it 
as he wants at that price, and there is enough to go round ; when 
it is sold compulsorily for something below that price, people 
want (at the new Government price) more than there is, and there 
is no longer enough to go round, in the sense of each person 
getting as much as he asks for. [ven the populace is beginning 
to say: “It’s a queer thing that whenever the Controller fixes 
the price of anything you don’t seem able to get it.’’ It is not 
that everybody does not get it, but that some do not. Those who 
get it are those who arrive first to take their places in the queue, 
those who are most in favour with the seller because they buy 
plenty of other things, those who make no complaint of quality, 
and so on. The distribution resulting from the ordinary working 
of unrestricted prices is undoubtedly bad in enabling the rich to 
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buy more than the poor with equal wants, but it is good in 
enabling persons of equal means to obtain the unequal quantities 
required to give equal satisfaction to their unequal wants. Those 
who wish to do away with it, therefore, should first devise some- 
thing better to take its place. 

The North-Western Commissioners alone among the eight 
panels have grasped this truth. They have not got it from the 
elementary economic text-books, but from the hard teaching of 
experience furnished especially by the Government treatment of 
sugar, about which they quote with evident approval the opinion 
of witnesses that the real value of the experiment is as “an 
example of how not to do it.’’ Having complete control over 
the distribution of sugar, and having less to divide than the people 
had been accustomed to, what did the Government do? It might, 
of course, have sold the diminished quantity for what it would 
fetch. A very large sum of money would have been raised by this 
course, and that would have reduced the necessity of borrowing. 
Complaints of profiteering would have been less, because, while 
they could not have been made with regard to sugar, the increase 
in the amount of the money means of the people absorbed by the 
purchase of sugar would have diminished the amount of money 
they could offer for other things, and thereby tended to keep prices 
down. So far as people of equal means are concerned, the dis- 
tribution would have remained just as good as in ordinary times, 
the higher price simply tending to cut off waste and the least 
necessary consumption. So far as rich (with whom for this 
purpose must be lumped their indoor servants) and poor are con- 
cerned, there is at any rate very little reason for assuming that 
the distribution would have been materially worse than in 
ordinary times. Some wealthy persons no doubt would have gone 
on buying as much as before, thus leaving a smaller proportion 
of the diminished quantity to the rest of the people. But where 
is the evidence that this alteration would have been of any appre- 
ciable magnitude? It is too often forgotten that while it is 
easier for the rich to continue to buy their accustomed quantity 
of a commodity which has become more expensive than it is for 
the poor, it is also easier for them to reduce their consumption 
than it is for the poor. Results will be different in the case of 
different commodities ; so far as sugar is concerned, it seems highly 
probable that the reduction of consumption owing to the pressure 
of high price, coupled, as it would have been, with appeals to 
patriotism, would have been somewhat greater among the people 
of more than the average income taken as a whole than among 
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those below that level, so that the poor would have had a larger 
proportion. 

The Government did not take that line, nor does it occur to 
the North-Western Commissioners as a possibility. The plan 
adopted was to land out the sugar, at a price much below what 
it would have fetched, to grocers in the proportions in which the 
total was divided just before the war, and to insist on their selling 
it at retail prices corresponding to the wholesale prices charged 
by the Government. It is characteristic of the British Govern- 
ment to forget the possibility of change, and to ignore it when 
it actually occurs. The distribution was already out of date when 
it came into force, and, of course, became rapidly more and more 
so. In the great changes caused by the war there was much 
shifting of population; the areas with an increase, which were 
predominantly areas producing urgently required munitions, were 
obviously much worse served with sugar than the areas which 
had been denuded of a large portion of their population. But this 
was not the only worsening of distribution. The Government 
had indeed ordered the grocers to sell at prices far below what 
the sugar would fetch, but it had given them no guidance on the 
question to whom to sell and in what proportions. Officials and 
politicians might believe in the rule of “as in 1913 ’’ being applied 
to 1915 and later years, but grocers are more in touch with life, 
and were not likely to suppose that they could deal out sugar 
on that principle to a population undergoing a shifting unexampled 
in modern history. The ordinary grocer could not put his cus- 
tomers on equal rations for two reasons. In the first place, he 
had generally no knowledge and no effective means for acquiring 
knowledge of the exact number of his customers and their house- 
holds. Secondly, even if he had that knowledge, he could not 
enforce equal rations unless he refused all new customers: a 
grocer who, himself rationed “as in 1913’ by the Government, 
gave equal amounts to all customers would be compelled to reduce 
the ration every day as the news spread and his customers daily 
increased in number. ‘The co-operators, who are a slightly more 
exclusive body than the customers of an ordinary grocer, seem 
to have tried this plan, and to have had a great increase in mem- 
bership, with the result that their equal ration has apparently 
fallen below the per capita amount available for the whole popula- 
tion. It is easy to go to a new grocer, and not very difficult to 
join a co-operative society, while continuing to buy from your 
original grocer. 

The course actually adopted by the grocers was the best open 
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to them in the circumstances, both in their own interest and in 
that of the public. Being compelled to become the agents of the 
Government in giving away sugar for less than it would fetch, 
they “gave it away with a pound of tea,’’ sometimes in the literal 
sense of that expression, but more often simply by being accom- 
modating or otherwise, according as the would-be purchaser of 
sugar was in-respect of other things a customer whom it was 
desirable to placate. That this was the best plan in the interest 
of the grocer is obvious. Debarred by law from charging more 
than the fixed price for sugar, he yet succeeded in enlarging his 
profits as a whole by using the Government gift (provided at the 
expense of the taxpayers) in such a way as to make him able 
to deal on more favourable terms with his customers in respect 
of other goods, and he was only partially deprived of these in- 
creased gains by the excess profits tax. To the public the plan 
was, of course, less satisfactory. The North-Western Commis- 
sioners are right in condemning it. They might well have pointed 
out, not only that it was bad, but that it was much worse than 
the ordinary practice of selling sugar for what it will fetch. The 
consumers as a whole, taking indirect payments into account, 
paid just as much money for their sugar as they would have done 
under unrestricted prices, and, in addition, endured a large amount 
of inconvenience and annoyance, while the distribution of the 
burden of the shortage was considerably worse than it would have 
been under restricted prices. The wealthy had just as much 
advantage as usual, for, ceteris paribus, the wealthy purchaser 
is the one whom the retailer finds it pay best to placate. The 
pushing and unscrupulous of all ranks, with their greater readi- 
ness to exaggerate their claims and put pressure on their grocer 
or grocers, were given an unusual advantage. All this was, of 
course, on the top of the inequality of local distribution arising 
from the Procrustean pre-war standard. 

But, in the circumstances, could the grocers have served the 
public better? The popular idea seems to have been that every 
grocer should have sold to any purchaser whatever amount of 
sugar that purchaser chose to proffer the Government price for, 
and occasionally some simple-minded individual called a police- 
man to his assistance, and demanded that he should compel the 
shopkeeper to hand over the required sugar. There was a resolute 
determination not to face the fact that at the Government price 
the sugar would not go round, so that the adoption of the prin- 
ciple that the grocer must sell meant the adoption of the queue 
system of distribution, under which first-comers get as much 
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as they ask for and late-comers get none at all, except by begging 
or buying from the more fortunate first-comers. The Devonport 
administration did not see much, but it did see this, and there- 
fore refused to yield to the popular clamour in favour of com- 
pulsory sale. It was, however, quite unable to suggest any better 
plan to the grocers than that which they had adopted, and this 
inability was shared by all its critics without exception. ‘The 
grocers had in fact restored the rule of market price as nearly as 
they could under the regulations, and it was the best they 
could do. 

The Government scheme for sugar was no doubt adopted not 
to secure an improved distribution of sugar, but an improved 
public temper. In this, as everyone knows, it failed egregiously. 
The North-Western Commissioners conclude their indictment of 
it with the words : “If during the coming winter other necessaries 
of life are controlled and distributed in a like manner the position 
would, in our opinion, become very dangerous.”’ 

They proceed to propose the scheme for improved regulations 
which has since become familiar owing to its adoption by the 
Government. Under it the housewife will no longer be able to 
run from grocer to grocer buying half-a-pound here and half-a- 
pound there along with other things. She is to be tied to a 
single grocer (individual or co-operative society) for sugar; on 
the other hand, the grocer chosen must give her the quantity to 
which the number of persons she is registered as buying for 
entitles her to claim. Under this system the gift intended to 
be made by the taxpayers to the sugar consumers will no longer 
be intercepted by the grocers and partially restored to the tax- 
payers by the excess profits tax. It will really reach the sugar 
consumers, and the taxpayers will recover nothing, but have to 
pay the considerable cost of administering the somewhat indis- 
criminate charity. 

Whether the new plan is a good or a bad one is of enormous 
importance, if the war continues, because the North-Western 
Commissioners regard it as applicable not only to sugar, but to 
all necessaries of life, and certain details in the sugar registra- 
tion forms certainly suggest that Government contemplates the 
possibility of using the sugar registration for other commodities. 
We may well doubt whether the confidence of the North-Western 
Commissioners is not somewhat blind. 

In the first place, it seems that they rate too low the diffi- 
culties arising from the elasticity of households. Already (in 
September, 1917) some of these are beginning to be realised by 
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the housewife who thinks of her guests and her day-girl, and, 
on the other hand, of meals taken outside the home by her husband 
or her sons and daughters, and we begin to wonder whether the 
plan is really better than the much more exact: German ticket 
system. Later on it will probably be discovered that the actua! 
elasticity of households has led to much overlapping and conse- 
quent double-reckoning of individuals. What statistician would 
trust a census in which the householder was promised half-a-pound 
of sugar per week at a low price for every person he entered on 
his schedule? The “British Sugar Census of 1917 ’’ is likely to 
find a place in future manuals of statistics as an example of 
inaccuracy induced by bias. Moreover, the longer the register 
remains in force the worse it will get. Arrivals and births (or 
is it to be weanings?) are sure to find their way into the register, 
while deaths and departures will be less promptly and completely 
recorded. Thus the rule of equal division will be subject to a 
good many and very undesirable exceptions. 

Secondly, neither the North-Western Commissioners nor any- 
one else seem to have made any study of the question whether 
equality of division applied for the duration of the war to the 
distribution of a few of the necessaries of life, each being taken 
separately, will really be a better distribution than the distribu- 
tion which results from free purchases at unrestricted prices. 
It is an economic commonplace that greater equality in the dis- 
tribution of income is desirable, but that is only because greater 
equality of income would mean a nearer approach to distribution 
according to needs, which is the true principle. Further, accept- 
ance of the commonplace does not imply acceptance of the pro- 
position that complete equality introduced suddenly and enforced 
for a limited period only is desirable. 

The proportions in which families of equal means need the 
different “necessaries of life’’ are very different. In ordinary 
times they distribute their expenditure among the different neces- 
saries in the way which seems best, some getting more bread, 
some more meat or milk, and so on. By equal rationing all this 
variety is done away with; each household is given the same 
amount per head of each commodity; allowances for age, sex, 
occupation, and other things can only be introduced with diffi- 
culty. An immense disorder is thus introduced into household 
economy, and, unless the aggregate to be divided is enormously 
smaller than usual, much waste is likely to occur, as everyone 
with any experience of fairly liberal equal rations knows. This 
admittedly bad result is supposed to be more than counterbalanced 
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by the improvement in the distribution between families of very 
unequal means, between “rich and poor,’’as it is commonly put 
in popular phraseology by those who think that because the rich 
are conspicuous and their habitations occupy a good deal of the 
area of cities they must consume a very large proportion of the 
necessaries of life, so that it will be an important alleviation of 
_ the suffering of their poorer fellow-citizens if such part of their 

consumption of necessaries as is over and above the average 
consumption is cut off from them and divided among those who 
have less than the average. But this belief is unfounded ; whether 
we include indoor servants with the “rich’’ or not, their excess 
consumption of most of the necessaries which can be weighed 
out in equal rations is insufficient in the aggregate to make any 
important difference to the very much more numerous “poor.’’ 
Of some necessary commodities, notably bread, the per capita 
consumption of the rich is actually less than that of the poor, 
and the cynical observer is tempted to suggest that perhaps this 
is the reason why bread is usually the first thing to which the 
rule of equal rations is applied—the poor lose by it! There is 
certainly one great example of a necessary of which the excess 
consumption by the rich forms an important aggregate, namely, 
fuel. But it is a striking fact that here the wundesirability 
of introducing equal distribution suddenly and for a limited period 
has been sufficiently obvious to induce the British Government 
in rationing London for coal to adopt the principle not of equal 
division per head, but of division according to number of rooms 
occupied, which, of course, varies with means as well as with 
numbers of persons in the household. 

While compulsory rationing on any principle is probably 
inferior to the voluntary rationing enforced by rise of price, we 
need have little doubt that the sugar scheme sketched by the 
North-Western Commissioners and adopted by the Government 
is a better one than the Rhondda plan of lowering the prices 
of bread and meat, while leaving the restriction of consumption 
to the War Savings Committee’s exhortations and trusting the 
distribution of the bread and meat to chance. The bakers and 
the butchers, not selling such a multitude of things as the grocers, 
are not in a position to put a check on the demand for bread and 
meat of the kind imposed by the grocers in the case of sugar under 
the Devonport régime, and at present (September) it remains to 
be seen whether they can devise some other check. If not, we 
may expect to see bread and meat added to the sugar scheme, 
the difficulties of which will be thereby much intensified. 

No. 108.—voL. XXVII. II 
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Possibly the sugar scheme may do good by forcing people to 
accept the truth of the proposition that you cannot fill eight 
pint pots out of a can which holds less than a gallon. Even if 
there are a considerable number of deadheads on the register, it 
will still be very obviously true that the ration will depend on 
the total to be divided and the number, including deadheads, 
among whom it is to be divided. At present there is a continual 
mixing up of deficiencies arising from unequal distribution with 
deficiencies arising from the smallness of the total. Even the 
Commissioners sometimes fall into this confusion. The North- 
Eastern panel want staple commodities to be “procurable’’ at 
fixed prices, which is clearly just what they cannot be, if, as is 
of course implied, the fixed prices are below the prices which will 
just make the commodity go round. The North-Western panel 
say that ‘the Wholesale Co-operative Society, which deals in one 
year with 174,000 tons of sugar to the value of £6,000,000, has 
not received sufficient rations to distribute to its working-class 
members and their dependents, who number over 12,000,000.”’ 
The charitable reader will take “sufficient rations ’’’ here to mean 
the amount which the Wholesale ought to have received, having 
regard to the quantity to be divided, so that the rest of the people 
must have had more than they ought. But, no, the report goes 
on: “Unorganised consumers have been even worse off, because 
they have been left to look after themselves.’’ 


EDWIN CANNAN 














ECONOMICS AND THE NEW AGRICULTURAL 
POLICY. 


IT is not a sufficient or satisfactory treatment of the economics 
of the agricultural question to dismiss the proposed Government 
stimulus to the ploughing up of grass land as a war measure, and 
therefore of no particular interest from the point of view of economic 
theory. Many of the war measures which have been taken or 
which are proposed are distinctly stimulating to economic thought, 
and this particular proposal is not the least interesting. It involves 
the consideration of questions which are more permanent than the 
immediate crisis which has brought them to the front. It should 
be the function of the economist to examine more closely than 
perhaps the practical politician need do, the underlying principles 
on which turn the pros and cons of the policy. 

There is no need to repeat the familiar statistics as to the 
decline in the acreage of arable land in this country. The fall in 
the price of wheat and other grains consequent upon development 
of cheap transport, combined with the growing demand for labour 
in mines, railways, the building trade and manufacturing in- 
dustries, and the growing demand for milk naturally led farmers 
to readjust their methods of production. To a certain extent no 
doubt they took the initiative in discharging labourers, but in the 
main the movement was of younger men to industries offering 
better wages. If we take a long period of years there is no doubt 
that agricultural wages rose and the labourers were, in the main, 
not thrown out of work in circumstances causing them to lower 
their standard of living, although this result may have occurred 
temporarily in some districts. Looking at the change broadly, 
the economist sees on the whole a beneficial improvement in the 
productivity of labour. The object of agricultural businesses, as 
of other businesses, is to get as large a product as possible per 
person working rather than per acre of land cultivated. Judged 
by this test the British farmer may claim to have been fairly 
successful. If we take the figures recently published by Mr. 
T. H. Middleton in his pamphlet on “The Recent Development of 


German Agriculture,’’ it is true, as Mr. Hawtrey has pointed 
Ir 2 
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out,’ that on the figures given British agriculturists produce more 
per person working than do German agriculturists. | Supple- 
menting Mr. Hawtrey’s remarks it may be said that, taking only 
persons permanently employed it appears that in British agricul- 
ture each person employed produces food for rather more than ten 
persons ; in German agriculture each person produces food for not 
quite six persons. Thus British productivity has an advantage of 
70 per cent. If we make allowance for the greater number of 
women employed in Germany by reckoning a woman’s labour 
equivalent to ‘7 of a man’s, and count each temporarily employed 
person as one-fifth of a person,’ the British still have an advantage 
of 64 per cent. Further, it must be remembered that the food 
produced in this country is mainly of better quality than in Ger- 
many, consisting as it does largely of beef, mutton and wheat as 
against veal, pork, rye and potatoes. 

That the policy of putting land under grass does not necessarily 
imply want of enterprise and ability may be inferred from the 
obvious connection which exists between the proportion of grass 
land and the rainfall. Grass increases as one goes from East to 
West, simply because in the wetter districts grass grows well and 
arable cultivation is rendered difficult, especially at critical seasons 
in the autumn and spring. This climatic influence, it may be 
conjectured, has a good deal to do with the relatively high propor- 
tion of arable land in Denmark and North Germany, where the 
rainfall is very moderate, especially in spring, when compara- 
tively dry weather is needed for preparing the seed bed and 
drilling in the seeds. 

It is stated, however, by experts that arable cultivation yields 
much more net food per acre—at least twice as much, according 
to Mr. A. D. Hall4—and that it may be accompanied by much 
larger yields of milk and meat per acre than can be obtained 
from grass land, if those products are especially required. 

Is there, then, any conflict between the individual interests 
of farmers and the interests of the nation as a whole? 


1 Economic Journat, March, 1917, p. 144. 

2 Before the war about a million Russians and Poles used to come to work 
on the land in Germany from June to the end of November each year. It is 
not clear from the figures whether the method of compiling the statistics would 
result in each of these men being counted several times, when working for 
different farmers. If this is not the case, one-fifth is too small a ratio, and 
German productivity per head would be less than in the calculation above. 
The great assistance which this large supply of cheap labour provided for the 
German agriculturist, at the time when it was most needed, should not be 


overlooked. 
3 On this vide Hall, A Pilgrimage of British Farming, pp. 155-6. 


4 Agriculture after the War, Ch. 3. 
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That is a question belonging to the domain of Political 
Economy, on which the agricultural expert, as such, is not neces- 
sarily a good judge, though his contribution towards the considera- 
tion of the question is important. 

The submarine has, of course, introduced a new factor into 
the problem, and given a reason for action which resolves many 
people’s doubts. It is important, however, to consider whether, 
in taking steps to promote an enlargement of the arable area, the 
State is entering upon a costly undertaking for insurance against 
war contingencies, or whether the war has merely brought to a 
head a question which in any event might reasonably have been 
tackled and whether any real cost may be expected at all. In 
other words, leaving war out of consideration, is there not a 
sase for some action by the State to induce farmers to adopt 
a system which produces more food within the country and which 
gives employment to a larger number of men on the land? 

That many more men would be employed if more land were 
ploughed is commonly taken for granted. It may be well, how- 
ever, to be cautious in assuming that this effect would be as great 
as is sometimes supposed. According to Mr. Hall!, about “100 
acres of arable land will employ as many as four men, while 200 
or 300 acres of grazing can be looked after by a single man.’’ An 
examination of the statistics of England and Scotland suggests, 
however, that in actual practice there must be more men em- 
ployed in connection with grass land than the above figures sug- 
gest. The following table gives the results of some calculations 
for particular counties. The “workers’’ counted (from the cen- 
sus of 1911) are the farmers and their relatives, labourers (cattle- 
men, horsemen, and general), bailiffs and foremen, shepherds, 
machine proprietors and attendants. Other classes, such as gar- 
deners, market-gardeners, woodmen, dealers, nurserymen, clerks, 
have been excluded. Women have been included, reckoning 
each as equivalent to ‘7 of a man. They are important in Scot- 
land. 

Column 3 shows that both in England and Scotland the num- 
bers employed are greatest, on the whole, in counties with a high 
proportion of arable land, but there are exceptions like Cheshire 
with its numerous small dairy farms. In Scotland, in spite of a 
generally high proportion of arable land, the numbers employed 
per 100 acres are less, on the whole, than in the English coun- 
ties quoted; suggesting that if an increase of arable area is 
secured, and if it is accompanied by an increase in the efficiency 


1 Ibid., p. 24. 
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of labour, there may be no more, but possibly fewer, men em- 
ployed than before. 


Workers 
Workers . Workers per 100 

Arable (1911) per 100 acres 
percent. of per1l00 acresarable arable 


total acres (if l acre (if 1 acre 
cultivated cultivated arable = arable = Wages 
Counties. 1913. (1913). 8 grass). 3 grass). 1907. 
ENGLAND: ; 
DUGIEOUC acecesses: 73 4-5 5-8 5-4 16/6 
DUHOUE 060055055. 74 5-0 6-5 5-7 16/7 
Berkshire ......... 51 3-8 6-7 5-6 17/9 
RPMIG So sisncecenscs 34 3-5 8-2 6-0 16/6 
Leicester ......... 27 2-9 9-7 6-3 19/7 
Cheshire ......... 36 5-0 11-4 8-7 19/5 
SCOTLAND: 
Aberdeen ......... 94 3:6 3:8 3:8 19/0 
Wiliscscnvewsen spaics 45 2:8 5:35 4-4 20/3 
MAED so. 5csveseoeseees 70 2-8 3-8 3-5 21/2 
OTERE \si5scoc0aees 89 3°6 3°9 3-9 20/6 


Column 4 is an attempt to make possible a better comparison 
of numbers employed in arable farming between England and 
Scotland by reducing the grass to an equivalent of arable, on the 
assumption that the ratio of persons employed per 100 acres arable 
to persons employed per 100 acres grass is the same in the two 
countries, namely, 8 to 1, which is rather less than the ratio 
suggested by the passage quoted above from Mr. Hall. The result 
seems clearly to indicate that this ratio cannot be correct, and 
the last column, with the ratio 3 to 1, seems much more credible, 
and it is possible that the ratio is actually more like 2 to 1. 

Comparing, as far as possible, like with like, as regards propor- 
tion of arable to grass, so that any error in the ratio adopted for 
conversion has a minimum effect, we have 56 in Berkshire, as 
compared with 44 in Ayr. If as much product per 100 acres 
arable is obtained in Ayr as in Berkshire, the product per head is 
greater in the former by 27 per cent. . Taking Fife and Norfolk, 
the advantage of the former is 54 per cent.! These comparisons 
are rough, but probably give a better idea than figures represent- 
ing the whole of England and Scotland respectively, since such 
figures involve putting together very unlike places. Clearly, for 
instance, the high figure per 100 acres in Cheshire is not an 
indication of low productivity per worker.? 


1 Taking wages in 1907, the excess of Ayr over Berkshire is 14 per cent., 
and of Fife over Norfolk 25 per cent. Probably the value of crops raised 
per 100 acres arable in Scotland is rather less than in England, as there is a 
larger proportion of rotation grasses in Scotland, which do not yield so much 
food value as grain crops or roots. 

2 Vide Hall, A Pilgrimage of British Farming, pp. 219-226. 
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Kven if an inorease of arable cultivation, accompanied by an 
advance in wages, should coincide with further economy in the 
use of labour, it is still probable that more men will be employed 
per 100 acres of arable in England than in Scotland, as the 
climate affords better opportunity for varieties of special culti- 
vation and for more intensive production which call for more 
labour than the farming in vogue in Scotland; and in any event 
the extension of arable, even if it result in no great actual increase 
of labour employed, will prevent a decrease which otherwise 
would result from the extension of labour-saving methods, 
especially when prompted by a forced rise in wages. It is per- 
fectly correct, therefore, to speak of the policy as one leading 
to an increase in what otherwise would be the number of persons 
employed in agriculture. 

It does not follow, of course, that such an increase is justified— 
apart from war considerations—if it means diverting labour from 
industries which would afford a larger return in the production 
of wealth. There are reasons, however, for thinking that this is a 
case in which laissez-faire fails to lead to the best distribution 
of effort. 

The argument that rural life is more healthy than urban and 
is therefore to be preferred is frequently put forward as if it 
obviously afforded a sufficient justification for State action. 
Assuming, however, that the advantages of rural life are sub- 
stantial for the working classes, it still remains to be asked why 
those advantages do not appeal to the individuals concerned and 
exert their influence without any special effort on the part of 
the State. Does this argument depend entirely on the assumption 
that the State knows better what is good for people than they 
know themselves? 

It may be suggested that the main reason why laissez-faire pro- 
bably fails to lead to the best distribution of efforts in this respect is 
not so much that individual workmen are not aware of their own 
interests within their range of vision, as that they fail to appre- 
ciate the ultimate interests of their children and grandchildren, 
and probably of their own later life also. A young labourer may 
be quite correct in judging that a town job affords him, on balance, 
a happier life than he would have as a farm labourer, but does 
he ever give any weight to the question whether his children, 
usually not in existence at the time the choice is made, will have 
as good health in the town as in the country? The statesman, 
looking to the interests of the country over many generations, 
may well be in a position to perceive that the comparatively short 
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view taken by the ordinary man leads to an mndesirable bias in 
favour of the interests of the existing generation of young adults. 

It is not suggested, of course, that a labourer should prefer 
agricultural work at any wage in preference to town work at a 
much higher wage, but it does seem pretty certain that all the 
elements in the problem of choice which ought, from the long- 
period point of view, to be taken into account, are not fully 
considered. 

That is, however, rather a social than a purely economic 
question, and it is referred to here only for the purpose of indi- 
cating at what point,and in what manner,the ordinary assumption 
of economic theory, that self-interest prompts people to seek 
their maximum advantage, may fail to lead to the best national 
result, even though, as individuals, their judgment is sound in 
respect of their own interests. What degree of weight should 
be attached to this line of argument is a matter for the sociologists 
and will not here be considered further. 

Before considering the more purely economic arguments, it 
may be well to consider whether there is reason to suppose that, 
in regard to any considerable area of land, it is at all a ‘‘ near 
thing ’’ from the farmer’s point of view, whether he ploughs or 
has grass, and what are the main elements in the calculation. 

It is impossible to say with any certainty what prices of 
grain would suffice to cause one million, two million, or more acres 
of grass to be ploughed up.! There are, however, indications 
that a considerable area must be rather in the balance, quite 
irrespectively of conditions brought about by the war. 

There seems to be a considerable body of expert opinion that, 
given good management, a good deal of land now in permanent 
grass could be ploughed with advantage to the farmer. Mr. A. D. 
Hall, as has been remarked above, shows that more than twice as 
much food can be produced per acre from arable land than from 
the same land under grass, and, according to his calculations and 
those of Mr. T. H. Middleton whom he quotes,” there is not very 
much to choose between the commercial results, on paper, after 
allowing for the greater cost of arable farming: ‘‘ The cash 
difference in favour of the arable farmer only amounts to 18s. 
per acre, out of which he has to provide for the interest on capital 
required (an extra £5 per acre, equivalent to 5s. per acre annual 
charge), the depreciation in his implements, and the much greater 
risks involved in the business as well as the increased labour 
of supervision.”’ 


1 Vide Hall, Agriculture after the War, p. 125. 
2 Journal of the Board of Agriculture, XXII., 1915, p. 520. 
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The impression drawn from Mr. Hall is that, owing to cir- 
cumstances now largely past, the supply of farmers possessing 
the combination of capital and commercial ability has become 
reduced, and that if a sufficient number of such men were available 
there would be a good deal more arable farming than there now is, 
without any State intervention. The grass policy appeals to the 
ordinary farmer because it is less risky in our climate, for men of 
the degree of ability now ordinarily found in the farming business, 
and ‘‘ under ordinary conditions it would have been wise to trust 
to the slow but sure spread of education to bring farming up to a 
higher level.’ 

The point under consideration at the moment is not the question 
what State action, if any, should be taken, but simply whether 
there is any large area of marginal land as to which it is rather 
a near thing whether it is good commercial policy, from the in- 
dividual farmer’s point of view, to plough it or not. The evidence 
above quoted tends, it is submitted, to show that there is such a 
margin, and it is particularly important to note that the element 
of cost which appears to be the balancing factor in favour of grass, 
under existing conditions, is that of risk. The importance of this 
from the point of view of the economic theory of State inter- 
vention will be deaJt with later on. 

Other evidence in favour of the view that there is a consider- 
able amount of marginal grass land may be found in the report 
of the Agricultural Policy Sub-Committee (Cd. 8506). The 
minority report of Sir Matthew Wallace is particularly interesting 
from this point of view. He refers (p. 10) to evidence offered 
by Mr. T. H. Middleton that ‘‘ of the three million acres which 
would be required to be broken up to reach the 1874 standard 
of tillage in England and Wales, two million acres would be of 
equal staple and capable of producing equal crops to the land now 
bearing wheat, but the remaining one million acres would grow 
only twenty-seven bushels per acre with the best management and 
most scientific treatment as regards seed selection and fertilisers.”’ 
As an opponent of the proposed price guarantee Sir Matthew 
objected to the State guaranteeing a price high enough to bring 
this million acres of poorer land under the plough. He contended, 
however, that the best quality grass lands, which the majority 
thought should be left in grass, should be ploughed up instead of 
that million acres of inferior land. According to this authority 
of experience, ploughing is the best policy for the best land, and, 
in general, his criticism is to the effect that no bounty or guarantee 
of prices would be needed to increase the arable area if farmers 
knew their own interests. 
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This evidence, like that of Mr. Hall, confirms the view that 
there is at least a large margin of debateable land which one man 
would plough and another would leave in grass. 

In spite of the high authorities quoted, and others who might 
be quoted, in favour of the view that it is only the lack of men 
of sufficient ability and capital which prevents the extension of 
arable cultivation, it would be unsafe to assume that there is not 
another side to the case. Those who come forward publicly to 
advocate the arable policy are generally men who interest them- 
selves in national well-being as well as in their own affairs. If the 
evidence were as diligently sought for, it is probable that very 
shrewd business men could be found amongst farmers who would 
defend the grass policy as a commercial proposition, from the 
individual’s point of view,and it seems doubtful whether the degree 
of profit obtainable from arable cultivation was sufficient, before 
the war, to attract to farming men combining the necessary 
capital and ability when they had the opportunity of entering 
other fields in which these advantages are perhaps better re- 
munerated. It is not sufficient to show that such men can make 
a profit in arable agriculture. Can they make as much as the same 
combination of capital and ability can make by other means? 

One rather suspects that men who like to see large pro- 
duction and many people employed per 100 acres, believing that 
to be in the interests of the nation, are a little biased against the 
farmers who will not follow their advice. The figures as to 
production per head given at the beginning of this article tend 
to show that the British farmer, though he may be rather un- 
educated and fail to keep accounts, is not such a bad business 
man as he is sometimes represented to be. It is better for the 
economist and the legislator to consider the problem on the 
assumption that there is a real difficulty in reconciling the policy 
of the plough with the private interests of the individual farmer, 
and to take the expert evidence as showing only that there is a 
considerable margin of land which does not require very much 
change to divert it from grass to arable, and that a very important 
factor in favour of the grass policy, from the individual point of 
view is the less degree of risk which it involves. 

Risk, of course, is a cost just as much as any other cost, 
but it has the peculiarity that the sum total of this cost to 
individual farmers is much greater than the real cost to the aggre- 
gate of farmers if the risk could be pooled. Agriculture is not 
peculiar in this respect, of course, and the same argument may 
be applicable in support of suitable State action in connection 
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with other forms of production ; but however that may be, it is 
certainly a matter of some importance, taken in conjunction 
with the other arguments for State action, that the most pro- 
ductive methods are hindered by the fact that each farmer requires 
a capital to cover his individual risk and the sum total of such 
capital is far greater than wouid be needed to cover the risk 
for the whole. 

The necessary economising of capital to meet some risks can 
be met by insurance, but it is not feasible to meet, in this way, 
the more complex risks of farming—more particularly the risk 
of the conjunction of unfavourable weather in England and the 
low prices due to the state of the world markets. 

In ordinary circumstances the best kind of government action 
directed to meet this point would be the promotion of co-operative 
credit associations amongst farmers. ‘lhese associations, when 
once well established, can finance themselves and can tide their 
members over the perils of the ordinary risks of the weather 
without outside help. Initially, however, it would be well worth 
while for the Government to provide a substantial starting fund, 
even at a loss of interest, if only to meet the difficulty of the 
undue bias in favour of grass-farming which is caused by the 
present system of individual risk-bearing. 

Co-operative credit is a large subject in itself, however, and 
there are other points also to be considered which would involve 
going outside the scope of this article. I would only point out 
that the existing banking system emphatically does not do what 
is required in this respect for any class of farmers, large or small. 
The prevailing opinion to the contrary is based simply on 
ignorance on the part of the farming and banking communities 
of what can be and is done elsewhere',and ignorance everywhere 
else of existing farm credit arrangements in England. The 
existing large arable farmers doubtless have the necessary capital, 
or they would not exist. The point is that more such men are 
hindered from coming into the development of arable farming 
though they may have capital which ought to be sufficient if the 

1 The reader is referred to Mr. Cahill’s report on ‘‘ Agricultural Credit and 
Agricultural Co-operation in Germany.” Cd. 6626. As an illustration of 
prevailing ignorance it may be asked how many Members of Parliament and 
others interested in rural housing or in agricultural improvement, or in occupy- 
ing ownership, are aware that before the War Prussian landowners, through 


co-operation, were able to borrow money on mortgage at a less rate of interest 
than was paid for Prussian Government securities, the bonds being as negotiable 
as Consols, and repayable by iong-period instalments—and this without any 


Government subsidy, though in various ways encouraged and supervised by 
Government. ‘That suffices to show that it is not only the small holder who has 
something to gain by co-operation. 

> 
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risks could be properly distributed. Existing prosperous capi- 
talistic farmers, naturally, are not the people who may be expected 
to agitate for co-operation since it is intended to multiply their 
competitors and would add to the competition for labour and 
land. 

In Germany, it must not be forgotten, the action of the State 
was not confiried to the encouragement of co-operative institutions. 
German agriculture was also, in an important degree, protected 
from the effects of the sevese fall of prices by a tariff and it may 
well be doubted whether the co-operative societies would have 
been able to tide their members over the difficult times arising 
out of the great fall in prices without the assistance either of the 
tariff or of some other form of State assistance, such as a guarantee 
of minimum prices or large loans to the societies. 

This paper is not intended, however, to go fully into the 
question what form of State action is best. Our purpose is mainly 
to point out that there is a case for State action of some kind, 
or rather of various kinds. 

Another important reason for State action at the present 
time is to be found in the fact that in this very question of 
arable versus grass the ordinary farmer is not in so good a 
position as the State to judge one of the most important factors 
in the problem—namely, the probable future course of prices. 
The farmer knows quite well that wages have gone up and that 
they are not likely to come down again. Apart from other causes 
visible to the ordinary man, the Government intends to prevent 
wages from coming down again if possible—at least to prevent 
anything like a return to pre-war wages. 

On the question of future prices—apart from any Government 
guarantee—he is very much in the dark. He knows nothing 
of monetary science, and thinks of prices as simply individual 
to each article and dependent on the supply of and demand for 
the particular article. That food will be rather short in the 
world generally for at any rate a couple of years after the war 
may be fairly obvious to everybody, but after that period the 
general expectation of farmers seems to be that prices should fall 
to the pre-war level. Why should they suppose otherwise? Even 
men of enlightenment like Sir Matthew Wallace, an opponent 
of the price guarantee, take it for granted that the pre-war level 
is the obviously most probable expectation—once the scarcity 
due to the physical circumstances of the war has been overcome. 

Holding this belief it is hardly to be expected that farmers 
would be willing to plough up grass land which would involve 
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extra labour costs. Rather would they be disposed to do the 
reverse but for the immediate high prices. These prices may 
suffice to prevent land being put down to grass to any great extent 
just at present, since many years must elapse before new grass 
land gives any good return. They do not operate as an effective 
inducement to plough up grass land, however, because of the 
searcity of labour, the fact that grass land also is unusually 
profitable, and the fear that losses will ultimately result when 
prices again fall and wages remain high. 

The Government, on the other hand, is in a position to 
appreciate the fact that the monetary conditions of the world 
have permanently altered, that prices depend on money conditions 
as well as on the scarcity and abundance of particular articles, 
and that there is therefore no question of a return to pre-war 
prices for a very long period of time. 

There has been a great economy of gold by nearly all the 
world and it is obviously to the interest of governments with 
enormous war debts to maintain the inflation and even to increase 
it. Even if they were possible, measures intended to produce 
a return to the pre-war value of money would involve severe 
depression of trade and would present an enormous value to the 
nation’s creditors, the holders of War Stock. 

In addition to the war measures of other countries, the United 
States has recently adopted a reform of banking which adds 
greatly to the possibilities of gold economy in that country, which 
has been such a large user of gold. 

These monetary questions are of great importance in the profit 
and loss calculation whether it would pay to plough up grass 
land, and yet they are beyond the farmer’s range of vision. 
He may be better able than the State to see the waves and 
ripples of temporary fluctuations of supply and demand, but the 
State should be in a better position to judge of the long-period 
tides. 

This also is a principle which has other applications than to 
this particular problem. 

Analogous in some respects to the question of the future value 
of money is that of foreign exchanges. Our total of foreign in- 
vestments may, perhaps, not have been reduced if loans to our 
allies and to the colonies be offset against the sale of securities 
in America. It is fairly certain, however, that some of our allied 
debtors will need a continuation of credit, possibly for a very 
long time, and the probability is, therefore, that the pre-war 
balance of payments due to us and from us will be disturbed 
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for many years to come to our disadvantage. With a higher level 
of money wages, which the working classes naturally wish to 
maintain, our imports are likely to increase rather than to 
diminish. Accumulated arrears of export orders may for a time 
prevent any great difficulty from arising, but it is fairly evident 
that manufacturing capacity in the engineering trades will have 
been increased in other countries besides our own, and that will 
soon lead to an increase of machinery for manufactures of all 
kinds. This development is likely to take place with rapidity and 
to result, within two years after the war, in severe competition 
and the cutting of prices of manufactured goods generally. 
Germany and other countries will probably have inconvertible 
paper money at a discount which will act as a bounty on exports 
and which will not be counteracted by correspondingly high 
domestic wages, because the sheer necessity for large importations 
will compel the wage-earners, in Germany especially, to accept a 
lower standard of living for a number of years. The prospect 
is, therefore, that not long after the end of the war a serious 
difficulty is likely to be found in meeting our foreign indebtedness, 
and it will not be lessened by the fact that the United States 
is likely to be the owner of a much larger proportion of shipping 
than before the war. 

We have also to reckon with the fact that there are accumu- 
lated arrears of capital-borrowing in countries like the Argentine, 
and numerous others, whose requirements it would be bad policy 
not to endeavour to meet. 

The exchange difficulty might be allowed to settle itself either 
by giving up temporarily the gold standard and letting the 
sovereign go to a discount—a policy not likely to be advocated 
excepting as a counsel of despair—or by the ordinary method, 
only more severe and prolonged, of raising of the rate of discount. 
That would mean, however, the production of a severe depression 
of trade, causing such a reduction of money wages and income 
as to check consumption and cheapen manufacturing costs. That 
is the ‘‘ natural’’ method, so to speak, of meeting the foreign 
exchange crisis which usually follows heavy borrowing during 
war, and no doubt we shall experience its discomforts and hard- 
ships to some extent whatever may be done. They will be 
mitigated, however, if an enlarged production of food at home 
can be effected so as to diminish in some appreciable degree the 
need for importation. 

This enlarged production at home would be likely to be 
brought about ultimately in any event, without any stimulus from 
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the Government. Suppose, for instance, for convenience in 
analysing the situation, that the gold standard were dropped 
and the sovereign allowed to go to a discount. Imports would 
cost more, to the extent of the discount, and this would operate 
substantially like a general import tax. If wages were raised 
in proportion to the increased cost of living, the check to imports 
and encouragement of exports would be defeated and the fall of 
the sovereign in exchange would become greater until a balance 
was effected, with the exchange tax on imports still in existence. 

Partly the effect would be to encourage exports, but—as stated 
before—the conditions of competition are likely to be such that 
little or no favourable result on the balance of exchange might be 
obtainable in that way. Lower prices of export goods might quite 
fail to cause such an increase of foreign purchase as would increase 
substantially or even at all the total of the value purchased. 
Diminution of imports is the only remedy in such circumstances. 
As most of our imports are not readily producible at home, the 
result would presumably be the increased production here of those 
food-stuffs which can be produced in this country. This result 
would naturally follow if we are right in supposing that there is 
a considerable area of land now in grass which does not require 
very much change of conditions to turn the balance in favour 
of having it ploughed.” 

Actually, of course, it is not likely that we shall fall back on 
paper sovereigns at a discount, but the fundamental principles 
of foreign trade and exchange are the same whether a gold 
standard is maintained or not and the hypothesis of a domestic 
paper money with a variable rate of exchange is the simplest way 
of elucidating the problem. It only needs to be pointed out, once 
more, that the adjustment of the trade balance in the difficult 
circumstances forecasted would almost certainly involve a severe 
trade depression with much unemployment if the Government 
simply left the matters to adjust themselves. ‘There seems 
clearly to be a case for intelligent anticipation of the monetary 
tides. Even if correct foresight is difficult, one might expect a 

1 In other words, foreign demand, for our goods, owing to the competition 
and necessities of other countries having similar industries capable of the 
rapid extension which characterises manufactures, and having costs into which 
interest on capital largely enters, may be inelastic. To attempt to increase our 
exports by cutting prices or lowering the exchange value of the sovereign 
might actually aggravate the difficulties of the adverse trade balance. 

2 In other words it is suggested that at present our supply of agricultural 
produce is distinctly elastic. This condition may apply to some of our manu- 
factures which compete with foreign imports, but it is questionable whether 


there is enough scope for diminution of imports of manufactures only, to meet 
the very serious exchange problem which threatens to develop after the war. 
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better result from action based on the best forecasts obtainable 
than from no action at all. Left to themselves farmers will 
act only after the event, and then only gradually, when the 
case for ploughing up grass land has proved itself for a number 
of years. The causes of changes of prices, other than those ups 
and downs of particular prices arising out of variation of the 
seasons, are too far outside their range of vision to enable them 
to act otherwise than by waiting on events and judging the future 
by the past. The more prudent wait until prices have remained 
up for several years before they accept the rise as something 
established and sufficiently safe to act upon. The less prudent 
may be guided each year by the previous year’s price, but with 
both classes it is a case of action after the event, necessitating a 
loss of wealth from the national point if view. From that point 
of view it is as though a flood were dealt with only when the 
water had invaded the cellars of the houses. The pumps may 
then be set to work to prevent the flood going further, but that 
is not so good a method as having news by telegram of storms 
in the mountains and taking suitable steps in advance of the 
actual arrival of the water. 

It is this scope for directive action on the part of Governments 
able to take a longer and more comprehensive view than is 
possible for masses of individual workmen, traders and manu- 
facturers which seems to be the principal lesson of permanent 
interest in economics which war emergencies have brought to 
notice. As time goes on it may be hoped that the Boards of Trade 
and of Agriculture and the Treasury will acquire more knowledge 
on which such action may be based. At present it is very im- 
perfect, as is acknowledged by Mr. A. D. Hall in reference to 
agriculture, but it will only be obtained as the result of occasional 
experiments. 

In judging whether such experiments are costly one has 
to take into account the cost involved by leaving things alone 
as well as the more obvious cost to the Government which may 
be involved in an active policy. A trade depression costs the 
nation many millions in loss of production; and it hardly needs 
pointing out that the cost falls with particular severity on the 
poorest classes. It is worth while risking something to avoid 
or at least to mitigate that kind of calamity. 

C. F. BICKERDIKE 


Postscripts. 
1. The question has not been considered whether there is 
economic advantage irrespective of the consideration dealt with 
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above, in the mere diminution of our requirements of imported 
goods. ‘To go into this satisfactorily would involve a discussion 
of the general question of protection to native industries and 
would require an article to itself. It is not to be inferred, how- 
ever, that the writer does not regard this question as one of 
importance. 

2. In addition to the-figures given above, relating to several 
counties in England and Scotland, the number of cows and 
heifers in milk may be noted, as the number of persons employed, 
in connection with grass land in particular, is dependent to a great 
extent upon whether the grass is used for producing milk or for 
producing meat. The numbers are :— 


Cows in Milk, 1913. 
Per 100 Acres Per 100 Acres 


cultivated. permanent grass. 

DORE av scoutiavcededcaunses 2°4 8.9 
PEVINICMNN xc) ac oycvccescer cweeene tae va 2°6 9:9 
ROE occ une ns zdaccaeececdecncecoees 5.3 10°7 
DOREROs 55 <cc5is> corcccosencuncceane 10°3 12°5 
UP UREON os cencces sadcieevedentusee 6°7 8:4 
CRIED 5c. calc cdesesexcceebasrece 17°8 28: 

PED ORR GOIN oon a cénccesusce taenecexe 6: 11: 

EE sad stidg dscaseveccscscctesuctsasesss 14°5 26° 

URE icceudapnccaversecaexeceesccusaese 41 13°5 
TRON, Si ccc co docs ecccckaraseueive 4°1 35°7 


8. Since this article was written the Corn Production Act 
has been passed into law.—C. F. B. 


No. 108.—voL. xxvtI K K 








INFLATION 


I. THe MEANING OF “INFLATION ”’ 


In writing about the rise of prices which has taken place in 
this country since the beginning of the war, the term “inflation ” 
has frequently been used. But those who have used it have not 
generally laid down any definition of what precisely, in their 
opinion, inflation is. The general idea which they suggest is 
of “a too rapid increase in the volume of currency or bank- 
money,” ‘‘a redundancy of currency,” ‘‘a redundancy of bank- 
money,” and so forth. But, of course, all definitions of this 
kind have an implicit reference to some hypothetical money situa- 
tion that does not display “too rapid increase” or “redundancy ” ; 
and, until this hypothetical situation is exactly described, they 
necessarily remain ambiguous. It is, therefore, necessary to 
inquire what a money situation wholly free from inflation would 
be like ; or, to put the question more concretely, what tests would 
need to be satisfied to convince us that inflation is absent or is 
present. 

One possible use of the term would be in direct reference to 
prices. Since, by contracting currency and bank-money suffi- 
ciently, it would always be possible to prevent a rise of prices, 
and by expanding them sufficiently to prevent a fall of prices, 
we might say that currency and bank-money are always inflated 
above what they ought to be when general prices go up, and are 
always deflated below what they ought to be when general prices 
go down. On this definition the measure of inflation and deflation 
would always be perfectly simple; for it would be given imme- 
diately in general price movements. And the only sort of money 
system wholly free from inflation and deflation would be one 
arranged on the plan devised by Professor Irving Fisher, under 
which the supplies of money are regulated by the State to the 
sole end of keeping general prices at an approximately constant 
level. But this definition, though it would have certain con- 
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veniences, involves a wide departure from popular usage. For 
the general public, when it speaks of inflation, dimly thinks of 
something that is “the fault of money.” But some movements 
of general prices are obviously “the fault of commodities,” and 
to say that money is “inflated”” when it has done nothing itself, 
but has merely failed to correct or cancel a change which has 
been initiated elsewhere, -would commonly be regarded as para- 
doxical. ‘Inflation’ and “deflation,” therefore, must mean 
something other than the bare fact of a rise or a fall in the 
general level of prices. 

A second possible meaning has reference to the relation sub- 
sisting between the nominal and the actual value of a paper 
currency in terms of standard metal. Inflation, it may be said, 
is present when there is a premium on gold (in a country with 
a gold standard), and is absent when there is no premium. Evi- 
dently, however, this use of terms is a bad one, because it makes 
“inflation” mean exactly the same thing as “depreciation ”— 
Professor Nicholson’s “specific depreciation.” Specific deprecia- 
tion is, no doubt, a sign of inflation, but to use it to mean 
inflation is obviously to waste a word. Furthermore, this use, 
like the one previously suggested, is contrary to common prac- 
tice ; for it will certainly never occur to the general public that, 
so long as specific depreciation is absent, inflation is impossible. 

A third possible definition is based on the state of the foreign 
exchanges. So long, is may be-said, as the exchanges are within 
the gold specie points, inflation is necessarily absent, for, since 
the English pound note still stands in the normal relation to 
foreign currencies, the supply of currency here cannot, in the 
nature of things, be redundant: but, when the exchanges are 
depressed below this level, there is inflation. This definition in 
effect comes to the same thing as the one just examined. For 
there may exist a real premium on gold, but legal and other 
devices may prevent it from being acknowledged or easily demon- 
strated by direct evidence. These devices, however, cannot 
conceal the evidence of the exchanges. When these are depressed 
continually below the outward specie point this is a proof that 
our currency is depreciated in terms of the standard metal. But, 
as indicated above, specific depreciation, though a sign of infla- 
tion, is not the same thing as inflation; and, in order that 
inflation should be present, it is not necessary that depreciation 
should be present also. Furthermore, if we skip the stage of 
depreciation and seek to use the test of the exchanges directly, 
it is evident that a definition of inflation, which makes the occur- 
rence of inflation dependent on a depressed exchange, rules out 

KK 
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as impossible any general uniform inflation of all the currencies 
of the world. For, other things being equal, all currencies might 
be expanded to an indefinite extent, so long as the expansion 
was uniform, without the value of any one of them in terms of 
the others being affected in any degree. A definition that by its 
terms makes-a common world inflation impossible is paradoxical 
and out of touch with the common use of language. 

There is a fourth possibility. In a period of industrial boom 
it always happens that bankers’ loans to industry are increased, 
prices are raised by the spending of these loans, and currency 
is drawn into circulation to maintain the raised level of prices. 
The initiating cause of expansion is an enhanced desire on the 
part of industrialists to increase their output, motived, it may 
be by a boom in business confidence, it may be by large orders 
from Government Departments. It is possible to conceive a 
state of things in which the expansion would come about, as 
it were, by direct action on industry without any intermediate 
play upon the monetary mechanism. In actually existing con- 
ditions, however, this does not happen. The first step in the 
process of expansion is always a demand from industry upon the 
banks; bank-money is created and prices go up. The cause of 
the movement does not lie with money and credit, but it is 
through money and credit that the cause works. Are we to say 
when this happens that inflation is taking place, and that the 
measure of inflation is the rise in price level for which the money 
and credit changes are responsible? A little reflection will show 
that to do this would lead to results even more paradoxical than 
those that have been shown to follow from that one of our 
suggested definitions, in which inflation and deflation were taken 
to mean all upward and downward price movements to whatever 
cause they are due. For. if an industrial expansion occurred, and 
money and credit arrangements remained unchanged, general 
prices, in view of the increased work money had to do, would fall. 
Hence the rise in prices, for which the money and credit changes 
associated with it are responsible, is not equal to, but is greater 
than, the actual rise that takes place. In like manner, when an 
industrial depression occurs, the fall in prices, for which the 
money and credit changes associated with it are responsible, is 
greater than the actual fall in prices that takes place. But nobody 
conceives of inflation and deflation in a way that carries implica- 
tions of this kind. Generally speaking, the price movements that 
accompany industrial cycles are not thought of as due to infla- 
tion and deflation at all. A definition that relates them to these 
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things in this close and intimate way must be ruled out as being 
incompatible with common usage. 

The preceding discussion, though its results are almost wholly 
negative, has not been useless. For, by a process of exclusion, 
it has led forward to the only line of thought that seems likely to 
yield positive results. Inflation cannot be interpreted with refer- 
ence to monetary and credit movements pure and simple. And 
yet indubitably it stands in some relation to such movements. 
A way out of this impasse, at all events in modern communities 
where bankers, if left to themselves, may be presumed to act in 
accordance with recognised rules and customs, is to distinguish 
between movements which are, and movements which are noi, 
made possible by overt Government interference with the banking 
and monetary machine. When the volume of bank-money expands 
under the direct influence of a boom in business confidence, all the 
ordinary legal safeguards of the banking and note-issue systems 
being maintained, there is no inflation, however great the expan- 
sion that occurs. Inflation is only present in so far as the expan- 
sion is made greater than it would otherwise be in exactly similar 
circumstances by some definite act of interference on the part of 
the Government with the rules by which monetary and banking 
arrangements are governed. This conception fits in fairly well 
with current notions. But it has to meet two serious difficulties. 

The first is that the notion of Governmental interference with 
monetary and banking arrangements is ambiguous. No doubt, 
certain Government acts are clearly not interference in this sense. 
This is true of Government borrowing from the banks, when the 
borrowing takes place in the ordinary way of business and is 
unaccompanied by any expressed or implied political guarantees. 
No doubt, again, certain other Government acts clearly are 
interference. The issue of £1 and 10s. Treasury notes during 
the war falls within this class. But between these two extremes 
there is a large tract of ambiguous territory. The Government, 
for example, borrows from the banks, or otherwise calls for their 
help in carrying out its financial policy. When they respond to 
these demands this very fact creates a tacit understanding that 
if, as a result of their complaisance, they find themselves in diff- 
culties, the Government, whether by a further issue of Treasury 
notes or in some other way, will see them through. Yet, again, 
the Government, by commandeering American securities held 
in this country and using them to support the exchange, in- 
directly saves the banks from being drained of their gold, and 
so makes it safe for them to sustain a much larger volume of 
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deposits than they could otherwise do. This is, of course, 
stringent interference with private property. But is it inter- 
ference with monetary and banking arrangements? And is it 
interference when the Government organises propaganda work 
designed to persuade people that to demand gold of the Bank 
of England in exchange for Treasury notes is “unpatriotic ”? 
It is impossible to resolve difficulties of this kind by means of 
any absolutely rigid principle. 

The second difficulty arises out of the fact that banking law 
is a much more elastic affair in some countries than in others. 
For example, in the United Kingdom the Bank of England may 
not issue notes on a fiduciary basis beyond a certain definite 
amount unless the Bank Charter Act is suspended. The sus- 
pension of that Act is a distinct piece of interference with the 
law. But in Belgium, where a law very similar to the Bank 
Charter Act is in existence, there is a clause in the law which 
allows the Finance Minister in certain conditions to suspend its 
operation. When he acts under that clause there is no inter- 
ference with the law, though perhaps there may be said to be 
Government interference with currency and banking. Yet, again, 
in Germany an expansion of note issue beyond the normal limit 
is permitted without any action on the part of the Executive, on 
condition that certain specified rates of taxation are paid on the 
extra issues. It is impossible to speak of Government inter- 
ference in any sense here. This is sufficient to make plain the 
difficulty. If the definition of inflation is made to turn upon 
whether or not the banking and currency conditions that exist 
at any time have been brought about by Government interference 
with currency and banking, it follows that exactly the same state 
of affairs will be inflation in one country but not in another; and 
that even in the same country what would be “inflation ” to-day 
may, on account of a change in the law, no longer be inflation 
to-morrow. Obviously a definition that is subject to these vicissi- 
tudes leaves much to be desired. 

In view of these considerations it appears that the only really 
satisfactory way of defining inflation would be to make a schedule 
of the various sorts of action that, for the purposes of the defini- 
tion, are to be regarded as Government interference with currency 
and banking, and the fruits of which are to be called inflation. 
But, when we are driven to an arbitrary plan of this kind, there 
is obviously much to be'said for abandoning the term inflation 
altogether, and so dispensing with the need for any definition. 
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II.—THE PROPORTION OF BRITISH PRICE CHANGES THAT IS DUE 
To Locau CaAUsEs. 


In all ordinary times, if for any reason the value of gold falls 
relatively to commodities (i.e., if gold prices rise) in the rest of 
the world outside a particular country, gold will flow from the 
rest of the world to that country and commodities in greater 
quantities than usual will flow in the opposite direction. In this 
way a new equilibrium will be established. Since the rest of the 
world is large relatively to any one country, the adjustment will 
have been brought about principally by an upward movement in 
gold prices in the single country and only to a slight extent by 
a downward movement in the rest of the world. A rise of gold 
prices initiated in the rest of the world will thus be maintained 
there and also transferred to the single country in nearly full 
force. For purposes of illustration we may suggest that an initial 
rise of 100 per cent. in the rest of the world will lead, at the new 
equilibrium, to a final rise, alike in the rest of the world and in 
the single country, of as much as 90 per cent. 

If for any reason the value of gold falls relatively to commodi- 
ties (t.e., if gold prices rise) in a single country, gold will flow from 
that country to the rest of the world and commodities will flow 
in abnormal quantities in the reverse direction. Ultimately a 
new equilibrium will be established in the same manner as above. 
But, since the single country is small relatively to the rest of the 
world, a rise of gold prices initiated there will only be maintained 
there and transferred to the rest of the world in a small degree. 
For purposes of illustration we may suggest that an initial rise 
of 100 per cent. in the single country will lead, at the new equi- 
librium, to a final rise, alike in the single country and in the 
rest of the world, of only 10 per cent. 

These two propositions in conjunction yield the important 
practical result that gold prices in any single country are much 
more liable to be affected in a large degree by world causes than 
by causes special to that country ; so that, when any large change 
is experienced, the general presumption is that a world cause 
rather than a local cause is at work. A local cause cannot pro- 
duce a large effect, and therefore no modification in local action 
could make any important difference to the level of gold prices 
in this (or any other) single country. The gold held here being 
small relatively to the gold of the world, and the production of 
commodities likewise being relatively small, the effect of altera- 
tions in them must be small also. 
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This result, it must, of course, be clearly understood, refers 
to gold prices. If in a single country—this or another—note 
issue or banking policy is so manipulated that the current money 
of the country is depreciated in terms of gold—+t.e., that a pound 
note is worth less than a pound—money prices there may, of 
course, be forced up to any extent by purely local action. Pro- 
vided, however, that the current money is not depreciated in terms 
of gold, local action cannot have any great effect on prices. In 
ordinary times, whether or not gold circulates in a country along- 
side of paper money, this money must be depreciated in terms of 
gold if the exchanges with gold countries stand beyond the ex- 
porting specie point, and cannot be depreciated if the exchanges 
with those countries are maintained substantially at par. 

On the strength of what has been said we conclude that, if 
these were ordinary times, no high proportion of the very large 
rise of prices that has taken place in England could have been 
caused by local action; and no modification of local action could 
have made any fundamental difference to what has happened. 
The question we have now to discuss is: do the peculiar circum- 
stances of the present time alter this result? To answer this we 
have first to distinguish what these peculiarities are. Chief among 
them is. the fact that the Government, being faced, on account 
of its own war demands, by the certainty that, if it let gold go 
abroad freely, the whole of our gold supplies would be very 
speedily drawn out and the basis of our currency destroyed, has 
adopted the policy of creating a special export, either comman- 
deered securities or Governmental promises to pay in the future, 
the amount of which is regulated with the deliberate purpose of 
preventing a drain of gold (apart from the new gold that flows 
through the country from South Africa, etc.). Hence, local action 
is free to push prices up without the normal corrective of an 
outflow of gold being set in motion ; and the proposition that such 
action cannot push them up largely, therefore, no longer holds 
good. It might, indeed, be thought at first sight that though, in 
conditions such as now exist, local action certainly has the power 
to push them up, it could not do this without involving a heavy 
depression in our exchanges with gold countries, and that since, 
as a matter of fact, the American exchange has been maintained 
in the neighbourhood of par, proof is afforded that it has not 
in fact operated in this way. This suggestion does not seem 
to be well-founded. The home price of our exports being pushed 
relatively to the foreign price of our imports, it is obvious that 
foreigners will not be able to get the same quantity of our exports 
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for a given quantity of their goods sent as imports to us unless 
the value of a British pound in terms of an American dollar has 
fallen sufficiently to balance the relative rise in our export prices ; 
and, unless they can get the same quantity of our exports for a 
given quantity of their goods, they will not take so much of our 
exports as before. Consequently, our imports also must fall off. 
But, in view of the special export of securities created by the 
British Government, and regulated in amount to fill any gap that 
there may be between our imports and our exports, this had 
not happened. In ordinary times our imports could not be 
maintained in the circumstances contemplated without a fall 
in the exchange, because, apart from that, our exports must fall 
off. In the present circumstances they can be maintained in 
spite of the fact that our exports fall off. Hence, there is no 
necessity for a fall in the exchanges; and the fact that no such 
fall is in fact present is no evidence that local action at home has 
not forced up the domestic price level much further than it 
would have gone under a different scheme of local conduct. 

To decide to what extent local action has in fact forced up 
price levels in this country above what they might have been 
is a much more difficult problem. Apart, however, from the 
reflex influence of such action upon price levels in the rest of 
the world, which, in view of the devices to obviate gold export, 
is bound to be abnormally small, we can conclude that, whatever 
local action had been adopted here—within the limit of the 
reasonably practicable—the local price level must have moved 
up not less than the level of gold prices in the world generally. 
For, if it had moved up less than this, there would, in spite 
of embargoes on import, have been strong forces making for 
the influx or retention of gold here, and these must have 
reacted upon prices. Hence, as regards that part of the 
rise in prices here which corresponds to the world rise in gold 
prices, our issues of Treasury Notes and creation of bank balances 
should be regarded as a cause of the rise only in a very limited 
sense. For, had they not been there, the fact of their absence 
would have called into being othe. causes which would have 
produced the same result. There are, unfortunately, no data 
available for determining properly what the rise in world gold 
prices has been; but a comparison of retail food prices in the 
United States, Canada and this country suggest that it may 
have been something between a half and three-quarters of what 
it has been here. For some such proportion as that of our local 
price rise we may therefore say, in a rough general way, that 
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local action here has not been responsible. Nor should we stop 
at that. For, in view of the large volume of our commodity 
imports as compared with our commodity exports, the shortage 
of tonnage and consequent rise of freights must have affected 
prices here much more than it has affected world gold prices. On 
the whole, therefore, it would seem fair to conclude that perhaps 
four-fifths of the rise that has taken place in this country has 
been, in a loose sense, “inevitable’’; and that responsibility 
cannot properly be thrown upon our monetary and banking 


arrangements for more than the remaining one-fifth. 
A. C. Piaou 











LOANS AND SUBSIDIES IN TIME OF WAR 
1793—1914 


WHEN the great French wars began this country had already 
much experience as a paymaster of princes, but little, if any, 
experience as a lender to her allies. The traditional method of 
assistance was that of the subsidy, and the return which our 
subsidies brought was not interest, but sometimes mercenaries, 
sometimes a tacit recognition of eventual claims to territory or 
other political advantages. It is true that the Duke of Marl- 
borough had helped to raise a loan for the Emperor in London ; 
but the granting of loans was not an established practice in the 
eighteenth century. It is not therefore surprising that loans are 
comparatively seldom met with in the finance of the years 1793- 
1815 ; but, as will appear, it is possible that but for a particularly 
unfortunate experiment in lending during the earlier years of 
the struggle, the loan might have displaced the subsidy at 
that time. 

The total amount paid out to allies and prospective allies 
between 1793 and 1816 was upwards of £57,000,000. Hardly 
any Power in Europe, except Turkey, is absent from the list. 
Even France appears once; for the Bourbons received £200,000 
—a loan, as it happens, not a subsidy—in 1814: Sometimes the 
smaller Powers are mentioned by name in the official summary 
of disbursements; occasionally there are such compendious 
entries as those of 1815-6, when nearly a million and three- 
quarters was paid to “minor Powers under engagements with the 
Duke of Wellington,’’ who seems to have had a pretty free hand.' 
Of the greater Powers Prussia appears on the list very early, 
in 1794. She was the only one who received a subsidy of more 
than a million in any single year before 1800. Russia’s first 


1 I am using the House of Commons Paper, No. 466 of 1854, Account of 


all sums... paid or advanced . . . to any foreign State from 1792... up 
to the present time. It is repeated in No. 180 of 1900. Returns (1) of advances 
by way of loan; (2) of payments by way of subsidy ... and (3) of loans 


raised by foreign States of which the interest of cayital has been guaranteed 
by Act of Parliament since 1792. Full details as to the very numerous ‘“‘minor 
Powers” are given in the Life of J. C. Herries, Vol. II. Appendix. 
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appearance is in 1799, when Pitt was building up the second 
coalition. Her receipts at any one time in those years are only 
reckoned in hundreds of thousands. In fact, during Pitt’s life- 
time direct subsidising was not conducted on the grand scale.! 
The two most expensive subsidy years were 1794 and 1800. The 
total sum paid out in the former was just under £2,500,000 and 
in the latter £2,600,000. Compare these with the £2,900,000 
of 1808, the £3,900,000 of 1812, the £8,000,000 odd of 1814, and 
the £10,000,000 of 1815. 

A comparison of subsidies does not, however, exhaust the 
matter, and, in fact, the swollen subsidy roll of the nineteenth 
century is in part due to the unfortunate experiment in lending, 
or, rather, in guaranteeing loans already mentioned. As it was 
apparently the failure of this experiment which made successive 
Governments prefer the subsidy to the loan throughout the whole 
period of the great wars, its history deserves careful examination. 
In 1794 negotiations began for floating an Imperial (Austrian) 
loan in London. The amount was to be £4,600,000. In order 
to help an ally Great Britain undertook to guarantee the interest ; 
and the guarantee was formally given by Act of Parliament 
(35 Geo. 3, c. 93). The loan took the form of imperial 3 per 
cent. annuities, plus a small twenty-five year annuity (£230,000), 
to expire in 1819. Every precaution was taken. The Emperor 
gave his bond and his creditors were specially authorised to sue 
him in his own courts.?, But unfortunately by 1796, when the 
money was actually raised, the Emperor’s position, both military 
and financial, was bad. This was the year in which Pitt paid 
£1,200,000 to Vienna without leave from Parliament, a proceeding 
which gave Fox an opportunity of threatening him with impeach- 
ment. Toregularise the advance Pitt secured first covering votes 
and then an Act of Parliament (87 Geo. 3, c. 59), by which a 
further loan of £1,620,000 for the Emperor was authorised. This 
time the British Government guaranteed both interest and sinking 
fund, although technically the money was raised by a second 
issue of imperial 3 per cents. Pitt admitted in debate that part 
of the second loan went in interest on the first 

Pitt had sent the unauthorised £1,200,000 to aid his ally at 


1 The best discussions of Pitt’s borrowing, lending and subsidising are in 
Newmarch’s articles in the Statistical Journal, 1855. On the loans raised by 
Mr. Pitt during the first French War, 1793-1801. 

2 See the discussions of 1795 (Parliamentary History, XXXII. 38), 1816 
(Hansard, XXXII. 1027), and 1824 (Hansard, New Series, X. 310). 

3 The discussions are in the Parliamentary History, XXXII. 38, 1262, 1330, 
1391, XXXIII. 463. See also J. Holland Rose’s Pitt, II., 304-5, where the 
second loan is said to have been £4,620,000. This is £3,000,000 too much. 
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a time of grave military stress. Unfortunately, in 1797 military 
stress ended in military collapse. Bonaparte’s army of Italy 
fought its way to within eighty miles of Vienna, and the pre- 
liminaries of Leoben ended in the Treaty of Campo Formio. 
Austria was unable to meet her obligations, and the British 
Government had to take up its statutory burden of interest and 
sinking fund. The early dividends on the first loan had been 
met from the second; but from May Ist, 1797, all the charges 
on both were met from the consolidated fund. The imperial 
3 per cents. became practically British 3 per cents. ; and as they 
had not been issued at par funded debt to a nominal amount of 
£7,502,633 was created, besides the small terminable annuity.! 
Dr. Rose tells us that Austria’s neglect to repay the loan ‘“occa- 
sioned a bitter dispute which long held the two Powers apart ’’ ;? 
but he does not mentién that she never paid a penny of interest 
either. 

The significance of this Austrian loan episode in the history 
of Britain’s financing of her allies only became public in 1816. 
On March Ist of that year Lord King—best known to economists 
as the man who told his tenants to pay their rents in gold—rose 
in the Lords to call attention to the burden of loans to foreign 
Powers, especially to the burden of this Austrian loan. He 
wanted papers; but his proposal was negatived. He also wanted 
to know whether any effort had been made at the Congress of 
Vienna to make the Emperor pay what he owed. Lord King 
reckoned that capital and interest now came to something like 
£14,000,000. Lord Liverpool, in reply, told some of the story 
of the loan and asked in effect how it would have been possible 
to press Austria in the matter, when we had been constantly 
asking her to fight again after she had been well beaten—Lodi, 
Marengo, Hohenlinden, Ulm, Austerlitz, Wagram. He did not 
make the indelicate reference or give the list of battles, but they 
were in everyone’s mind. Austria, he argued, had suffered much, 
and generosity to her became us well. Incidentally, he pointed 
out that of late years we had always subsidised her, asking for 
no promises of interest or repayment. ‘He believed it became 
a maxim with every administration, after the experience of the 
Austrian loan, not to engage in any transaction of that kind.”’ 
He believed that Lord Holland had refused Russia leave to borrow 
here ‘“‘upon the acknowledged ground of the fate of the Austrian 


1 Parliamentary History, XXXIV. 1146. Report on Public Income and 
Expenditure, 1799. 

2 Pitt II. 305. 

3 Hansard, XXXII. 1027. 
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loan.’’ Lord Holland endorsed this,! but was of opinion that 
we might at least have asked for our money at the Congress. 
There for the time the matter rested. 

It was not strictly correct to say that there had been no 
lending, only giving, since 1797; but the chief exception really 
illustrated the principle. In 1809 Portugal raised a loan of 
£600,000 here, a loan guaranteed by Act of Parliament (49 Geo. 8, 
c. 71). Portugal met all the charges on this loan, including the 
sinking fund, down to April, 1815. By a treaty of January 22nd 
in that year the whole burden was taken over by the United 
Kingdom.? Really this country had always carried it, for we 
advanced to Portugal by way of subsidy nearly £9,000,000 
between 1798 and 1815, including one payment of some interest 
to-day— £100,000 for “‘ Portuguese sufferers” in 1811-2. In 1812, 
the year of Moscow, we also gave £200;000 to the ‘Russian 
sufferers.’’ 

Two minor exceptions occurred in 1813 and 1814—loans of 
£200,000 each to Holland and France. These were direct loans 
made by Government, not guaranteed loans. No Act of Parlia- 
ment was called for and both sums were repaid in due course. 

One of the loans to which Lord King called attention in 1816 
has had a long and curious history Between 1780 and 1790, 
when Russia was no very good friend to England, she raised 
a loan in Holland through the great Dutch bankers, Hope 
and Co., of Amsterdam. At the Congress of Vienna English 
diplomacy was mainly responsible for the creation of the new 
Kingdom of the Netherlands, including Belgium. To secure 
Russian support for our policy we took over about £2,000,000 
of Russia’s liability and agreed to pay 6 per cent., including 
sinking fund, on it as from January Ist, 1816.2 The King of the 
Netherlands took over an equal amount. Lord Liverpool, when 
replying to Lord King, explained that we pledged ourselves to 
pay the interest only so long as Belgium remained united to 
Holland. In fact we paid it rather longer. After the Belgian 
Revolution of 1880 we did not insist on this clause, to which 
Liverpool had attached so much importance. The new arrange- 
ment was regularised by 2 & 3 William 4, c. 81. <A good deal 
of the story is told in this Act. We agreed to the new arrange- 
ment because, in our view, the spirit of the convention of 1815 
was that “Russia would on all questions concerning Belgium 


1 Hansard, XXXII. 1033. 

2 Parliamentary Paper, No. 180 of 1900, p. 4. 

3 The convention was of May 19th, 1815, confirmed by Act of Parliament 
55 Geo. 3. c. 115. 
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identify her policy with that which the Court of London had 
deemed the best adapted for the maintenance of a just Balance 
of Power in Europe’’; and we believed that in fact she had 
done so and would continue to do so. 

The first instalment of interest paid by us was £122,000. By 
1853 the sinking fund had reduced this annual charge to £88,577.! 
By an unusual stipulation in one of the original conventions we 
were to go on paying interest even in case of war between Russia 
and Great Britain. So, like honest shopkeepers, we paid all 
through the Crimean War, and established an interesting pre- 
cedent in international law.? By 1891 the capital was down to 
£520,000. In that year a terminable annuity was arranged to 
get rid of the liability ; and in 1906—a familiar date in the political 
history of England—the last payment was made to the repre- 
sentatives of creditors who had helped Catherine of Russia in 
the days when we were staggering under the loss of our old 
Colonial Empire. At least we have duly footed our great-grand- 
fathers’ bills.® 

The later history of the Austrian loan provides an interesting 
companion picture. For some years after 1816 everyone seems 
to have forgotten about it. Suddenly, in 1823, the Emperor, 
moved, as the Chancellor of the Exchequer subsequently ex- 
plained in the House, by his tender financial conscience, proposed 
to pay back £2,500,000 “in satisfaction of the whole of the 
British claims upon his Imperial Majesty,’’ through Messrs. 
Barings and Rothschilds. Possibly our representatives at Vienna 
had something to do with this awakening of conscience. The 
agreement was embodied in a convention of November 17th, 1823 ; 
payment was spread over four years; the “original Letters of 
Octroi . . . and Imperial Bonds’’ were returned to the Austrian 
Government; and the final absorption of the balance of the loan 
in the 3 per cent. Consols was authorised by Act of Parliament.‘ 
England was properly grateful, though Brougham did say that 
half-a-crown in the pound was not a very handsome composition 
for an Emperor, a remark which naturally irritated Metternich.§ 

The policy that had led to our taking over the Russian-Dutch 
loan was responsible also for a series of payments in 1818-20 
which, though not strictly payments made in time of war, were 

1 Parliamentary Paper, No. 466 of 1854. 

2 Hall, International Law, p. 436 n. 

3 The final payments appear, i.a., in the Statistical Abstracts. 

4 5 Geo. 4. c 9., from which the words quoted above come. 

5 Hansard (N.S.) X. 310, 358. See Spencer Walpole’s History of England, 


II., 89. I have not thought it necessary to study the history of the Conven- 
tion; the inquiry might be curious. 
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at any rate military payments. We were always anxious about 
the military strength of the new Kingdom of the United Nether- 
lands, anxious that her frontiers should be defensible both east 
and south—more particularly south. So in the years named we 
paid out in three instalments a sum of rather more than 
£1,500,000 to be spent by the Dutch on fortifications. Just how 
they were spent is a question for diplomatic and military his- 
torians. The economist need only notice that the matter was 
regarded as so obviously a British interest that the money was 
paid outright, as subsidies, not as loans. This backwash from the 
military anxieties of the great wars was the only thing of its 
kind during the forty years’ European peace that, for us, followed 
Waterloo. And we never subsidised an ally again, either during 
war or in direct view of war, throughout the nineteenth century 
—if the published returns may be trusted. 

Of course, we never fought as members of a coalition again 
except in the Crimea; and in the Crimea our chief ally neither 
needed nor desired our financial assistance. But we had to assist 
our weaker comrades. We did not use the subsidy, but did use 
both the methods of lending which had been experimented with 
during the great wars, the loan direct and the guaranteed loan. 
The former method was adopted for Sardinia, when Cavour, with 
ulterior objects, sent a division to the Black Sea to help us. Two 
advances of £1,000,000 each were made to the King of Sardinia, 
under Acts of Parliament, 18 Vict., c. 17 and 19 & 20 Vict., c. 39. 
When the second fell due peace had been declared ; but the British 
Government made the promised advance, because the expenses 
towards which it was to go had already been incurred by King 
Victor Emmanuel’s army. Sardinia undertook to pay 3 per cent. 
interest and a sinking fund of 1 per cent. The payment was 
regularly made and the debt was taken over by the Government 
of United Italy. By 1899 the outstanding balance was only 
£213,000. The final payment was made in 1902, and in 1903 
the final statement of account, now balanced and closed, was laid 
before Parliament. No doubt a fresh account has since been 
opened. 

The Turk alone remains. With him we were more cautious 
in the ‘fifties. We and the French guaranteed jointly and 
severally interest at the rate of 4 per cent. on a loan of £5,000,000 
which he raised in 1855. According to the regular Parliamentary 
practice of those days a separate Act (18 & 19 Vict., c. 99) was 
passed to sanction the arrangement. During the twenty years 


1 The only subsidies in the 1900 return later than 1820 are a series paid to 
the Sultan of Muscat from 1877 to 1884. The whole sum was only £21,000. 
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after 1855 the Porte paid back more than £1,000,000 of the 
principal and our contingent liability was pro tanto reduced. 
Then comes the Russo-Turkish War of 1878, and the loan 
vanishes, as it were, into the financial darkness of the Ottoman 
debt in general; into which darkness there is no present need 
to follow it. 

And that, in brief, but I think in sufficient, outline, is the 
whole story of British loans, and probably all that economists 
will care to know about British subsidies, in time of war or for 
war purposes during the hundred and twenty-one years between 
1793, when the French had just overrun the Austrian Netherlands 
and had beheaded their King, to 1914, when another Power 
overran Belgium in order to get at the French, but did not 
behead its King. Our interests were affected in both cases. It 
might be argued that honour was only certainly involved in the 
second. But that is not finance. When turning to history for 
precedents and parallels the inquirer finds, somewhat to his 
surprise, that the expenditure in financing allies, which interest 
and perhaps honour necessitated from 1793 onwards, gives smail 
guidance for the problems of to-morrow. There was so little, 
so very little, lending and so much subsidising. The imperial 
loans of 1795-7, Cavour’s loans of 1854-5, and the few others 
hardly furnish an adequate body of precedent, and what pre- 
cedents they do furnish are mixed. It is much to be hoped that 
the precedent of Italy’s businesslike payment and not the 
Emperor’s half-crown in the pound will prevail ; though no doubt 
there are loans outstanding to-day which must eventually be 


turned into subsidies. 
J. H. CLAPHAM 


No. 108.—vou. XXVII. 5 oF 








THE FINANCING OF INDUSTRY AND TRADE? 


In the previous lecture my object was to give you a broad 
sketch of the general nature of the present industrial struggle. 
I tried to show that modern competition makes a considerable 
use of debased and predatory methods, and that when its activities 
are international these unfavourable features are often developed 
on a very serious scale, as, for instance, in the foreign trade 
policy of Germany, which is not easily distinguishable from 
economic war. So long as such methods were used it was for 
us to defend ourselves against them. For such purposes of 
defence, as well as in the interest of the general efficiency of our 
industry, it seemed clear that we should require larger business 
organisations, more scientifically equipped and perhaps linked in 
wider combinations or cartels. 

The question now arises whether we are ready to finance 
the new organisations. To instal thoroughly up-to-date estab- 
lishments on the scale now desirable must clearly be a very 
costly matter ; and not only for this purpose, but to secure foreign 
markets, and to provide for the reconstruction of industry after 
the war, very large financial provision must be made. 

In one country, at any rate, quite exceptional attention has 
been given to this question of industrial finance. The German 
banking system, from its first inception in the ’fifties, has devoted 
its resources mainly to this purpose, and with remarkable success. 
No doubt, as Riesser shows, the industrial bank was in its origin 
a French creation; the movement sprang from the enterprise of 
the Pereires and their Crédit Mobilier, and ultimately from the 
genius of their master Saint Simon. None the less, the French 
idea received its fullest development in the banking system of 
Germany. Germany has gradually elaborated her financial 
organisation until it has» now become a principal, perhaps the 


? The second of two lectures delivered at the Royal Institution on April 19th 
and 26th, 1917. The first was published in the Economic Journat for Sep- 
tember, 1917. 
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principal, instrument in the extension of her foreign trade and 
political power. 

We have now to consider the situation thus created, and to 
inquire how far English traditional banking policy is adapted to 
deal with it, and what new developments are most urgently 
required. 

The question is not new to experts. As long ago as 1909 it 
was raised in the Times by a very able article dealing, amongst 
other matters, with the now classical case of the Rand Power 
Company. This was a case in which we lost orders for over 
two million pounds worth of turbines and other electrical plant, 
because German banks undertook to find a large proportion of 
the capital required on condition that their associated firms 
obtained the bulk of the orders. It was said that the banks 
incurred no great risk, because they only held the debentures 
themselves, and placed the shares on the English market! The 
writer recommended the establishment of “several industrial 
banks on Continental lines, with a paid-up capital of five to ten 
millions each.’’ His concluding paragraph so exactly expresses 
my own views that it may well serve me as a text. ‘There is 
a saying that ‘ trade follows the Flag,’ but it is none the less true 
that nowadays ‘ trade follows the Bank.’ Successful commercial 
warfare cannot be carried on by means of small independent units, 
and it is only by strict co-operation between the industrial, com- 
mercial, and financial communities that this country can retain 
its position among the nations of the world.’’? 

Business was not particularly brisk in 1909; the world had 
hardly recovered from the American crisis of 1907. But practical 
men had no time to attend to the matter, and the article only 
served as an illustration for academic discourses. There has been 
no lack of similar illustrations in subsequent years. 

We owe it to Mr. Runciman, more perhaps than to any other 
single person, that the question has now become one of practical 
politics. Speaking in the House of Commons, January 10th, 
1916, he observed : “If we are to do more in the future our banks 
must be a little more adventurous. If they cannot, in consonance 
‘with their present system, be more adventurous, let us have 
some additional. institutions. At all events, commercial banking 
must play a large part if we are to hold our own against Ger- 
many.’ As might have been expected, the term “adventurous ”’ 
acted on our bank boards like a red rag on a bull. The annual 
addresses of bank chairmen during the next month were a series 
of protests against the Minister’s advice. But it will be noticed 


1 The Times Financial Supplement, October 8th, 1909. 
LL2 
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that Mr. Runciman was careful to speak conditionally. In some 
way or other our banking and finance must be more intimately 
associated with our industrial and commercial enterprise; but 
not necessarily by direct assistance from what we in this country 
call “banks ’’—that is, the great deposit or clearing banks. 

Whatever form the connection takes, it must involve the 
system in some share, though not necessarily a dangerous share, 
in the “venture ’’ inseparable from enterprise. If we are going 
to abandon adventure to the United States and Germany we may 
look forward confidently to the decline of our commercial supre- 
macy. It was precisely by adventure it was originally won. The 
famous companies who called themselves Merchants Adventurers 
knew that. The extraordinary development of German business 
in the last twenty-five years, both at home and overseas, is largely 
due to the adventure, wisely considered and carefully planned, 
of her great banking groups. 

But it does not follow that it is the proper business of the 
English deposit banks to engage in this adventure, at any rate 
in a direct fashion. Bagehot, writing forty-four years ago, and 
with our English type of bank in view, says: “Adventure is the’ 
life of commerce, but caution, I had almost said timidity, is the 
life of banking.’’ The dictum has been widely approved; but 
like most epigrams seems a little strained. After all, even the 
accepted type of deposit banking is one great adventure. Jevons’s 
famous estimate, in 1876, of the English banking position will 
not soon be forgotten. ‘The whole fabric of our vast commerce 
is found to depend upon the improbability that the merchants 
and other customers of the banks will ever want, simultaneously 
and suddenly, so much as one-twentieth part of the gold money 
which they have a right to receive on demand at any moment 
during banking hours.’’} 

There seems a spice of adventure, then, even in the present 
system of deposit banking ; and it explains the bankers’ panic at 
the outbreak of war. The fact is that banking, no matter of what 
type, is, like insurance, a question of probability. It is a question 
of statistics, or ‘experience,’ as the insurance companies say, 
whether any given business risk may be wisely undertaken. This © 
applies equally to deposit banking and to industrial finance. Dr. 
Riesser is inclined to think that the danger to a banking system 
arising from an extension of deposits is even greater than that 
arising from a possible ‘lock-up of funds in industrial finance. 
But perhaps both Germans and English tend to over-rate the 
danger of business with which they are less familiar. 


1 A banker in 1890 pnt the proportion at ,4th: Cobb, 7readneedle Street. 
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It must be admitted that our deposit banks are not equipped 
so well for the business of industrial finance as their Continental, 
and especially their German, rivals. They carry enormous call 
liabilities on a minimum reserve, and they work mainly with 
their customers’ capital, not their own. “My own brains, and 
other people’s money,’’ was Lord Overstone’s pithy description of 
his business. Lord Inchcape recently protested that English 
banks could not engage in industrial finance, because they ought 
not to risk their depositors’ money to make larger dividends. 
His protest was very widely endorsed ; but it seems entirely beside 
the mark, not to put it more strongly. Do the German banks 
trade with their depositors’ money to make higher dividends? 
On the contrary, German bank dividends are less than half those 
declared in this country ; and for the good reasons that they trade 
mainly on their own resources and hold larger reserves. Riesser 
tells us, as the result of an inquiry into 169 banks, that the 
paid-up capital and reserve of these banks was 45 per cent. of 
their liabilities. The proportion in this country at that time was 
about 9 per cent.; it is now as low as 7 per cent. Hence the 
German banks can extend their industrial and trading ven- 
tures without serious risk to depositors, especially as their share- 
holders are content with modest dividends. It is possible, as 
Riesser’s criticisms imply, that they may have carried their 
ventures somewhat too far; and it is evident that they were 
beginning to drift into the easier courses of deposit and financial 
banking. But there can be no sort of doubt that the older type 
of industrial banking has been a main cause of the remarkable 
expansion of German trade. 

If we survey the world generally, and the mass of economic 
literature, we shall find that opinion is unanimous, except perhaps 
in this country, that the proper and primary business of a banking 
system is to finance! industry and trade. This was eminently 
the case with the old Scottish system, which has been praised by 
experts in all countries, and often described as the classical 
banking system. How comes it, then, that there should be any 
doubt as to the suitability of such work for the English banks 
of to-day? 

The fact is, and it is very important that we should recognise 
it, that in England we have developed a system of banking quite 
peculiar to ourselves. The late Mr. G. H. Pownall, whose death 
at this juncture is greatly to be deplored, laid stress on this point 
in his last public utterance. In his Presidential Address to the 
Institute of Bankers he observed that “the British banking 


1 I use this word in contradistinction to mere discounts and short loans. 
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system differs from all others . . . and it cannot conform to the con- 
ditions of the half-bank, half-investment, or pioneering conditions 
of foreign concerns.’’ Even if we accept his inference, it only 
goes to show that our banking system requires some supplement, 
for we cannot afford to neglect businzss which all foreign banks 
regard as essential ; and this is the case of the critics. But what 
is the peculiar character of English banking, and in what way 
does it limit its power of financing industry? 

When Englishmen speak of their banking system they do not 
include under the term, as a foreigner would, the whole financial 
machinery of the London market. They have in view the great 
deposit banks, connected by the Clearing House, in intimate 
relation with the Bill Market and the Stock Exchange, and 
centring in the Bank of England. Outside this system lie a large 
number of firms and institutions of the utmost importance for 
sound industrial finance, but usually ignored in current discus- 
sions, because these discussions have been almost wholly con- 
cerned with the “banks.’’ We shall have to return to these 
outside institutions later. Our present question relates to the 
“banks.’’ What were their main activities, the chief economic 
functions to which their resources were devoted? Their resources 
were for the most part engaged in the creation and circulation of 
two great currencies : one national or domestic, the other inter- 
national, a world currency. The first currency is the well-known 
cheque, or bankers’ money, in which the bulk of our domestic 
payments are made; the second, the still more widely-known 
London bill, the great clearing instrument of the financial world. 
The flotation of these currencies involves the banks in the heaviest 
responsibilities, because it is absolutely essential to keep each 
at a rigid parity with gold, convertible on demand. How serious 
the responsibilities are was shown to the least expert observer by 
the events of August, 1914. Now it is important to notice that 
neither of these responsibilities has to be borne to any important 
extent by foreign banks. In Europe generally the note takes the 
place of the cheque with us, the cheque currency being relatively 
small. The note is, in practice, and generally in law, legal 
tender ; and hence the issuing bank is not subject to the danger 
of a run due to internal panic. It is a usual rule that the amount 
of the issues must not exceed three times the “cash ’’ held by 
the banks of issue; but this cash reserve is not definitely ear- 
marked as issue reserve, as with us, and may carry other banking 
liabilities. It is clear, then, that the Continental banks, in con- 
sequence of their comparative freedom from our currency respon- 
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sibilities, are better able to turn their attention to other banking 
duties. 

But this is not to condemn the policy by which English banks 
have built up these currencies. We can hardly exaggerate the 
services thus rendered by them. They have carried the machinery 
of remittance to the point of absolute perfection ; it is extremely 
convenient, prompt, and costless. Internal exchange rates, the 
plague of European countries even to the end of the eighteenth 
century, have completely disappeared in Great Britain since, that 
time.’ It is possible that improvements may not stop here. 
During the war we originated a system of gold deposits in foreign 
centres—Ottawa, Cape Town, Bombay, etc.—which we may hope 
to see developed after the Peace, until, at least within the Empire, 
external exchange may also disappear. 

Of course, remittance is not in these days the most important 
of the services a good banking system is expected to render. 
Still, it is very easy to under-rate its value. Remittance was once 
the merchant’s greatest difficulty. It caused the rise of modern 
banking expedients. It would be unfair to overlook the valuable 
facilities of our English remittance service just because it works 
so smoothly and cheaply that we rather take it for granted. Both 
our banking currencies are of national importance, not only in 
their immediate and obvious effects, but in their indirect conse- 
quences. This is recognised far beyond our shores. Many foreign 
countries—France, Holland, Russia, and Germany in particular— 
are making great efforts to extend the use of the cheque; and I 
need hardly say that our position as the world’s clearing-house, 
in virtue of the wonderful currency of the London bill, is at least 
equally envied. Both currencies have served us well under the 
stress of war. The cheque system has enabled us to avoid large 
issues of notes and to minimise inflation of currency; while the 
reputation of the London bill has greatly facilitated the operations 
of our colossal war finance, and the adjustment of exchange 
difficulties. 

Our banking, in short, is quite first-rate of its kind; but, 
naturally, it has the defects of its qualities, and these have much 
limited its sphere of action. I have said that the maintenance of 
the two currencies involves heavy and incalculable responsibili- 
ties. They work with marvellous smoothness in fair weather, 
but they almost presuppose it. If the conditions of credit and 
foreign trade are seriously disturbed, as they were in August, 
1914, the international currency may involve the banks in almost 


' They still exist, with small charges, in the United States; though the new 
Federal Reserve Board is promoting measures to abolish them. 
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insuperable difficulties. The domestic or cheque currency 
weathered that storm remarkably well, but the extraordinary 
measures of relief conceded to the bankers may be taken as some 
measure of their apprehensions. 

Hence the banks which carry these liabilities are all for short- 
term loans on the most easily realisable security. They often 
claim that goods in their process from raw material to the finished 
product in the hands of the consumer at home or abroad will 
always be freely financed by English banks... No doubt; but 
what they have in view when they say this is mainly short loans, 
not the long and often large loans necessary, not only for the 
inception, but even for the extension and reconstruction of an 
enterprise. It is a further consequence of their position that 
our banks must incline to prefer financial to industrial business. 
Stock Exchange loans are usually for fourteen days; bills can 
be bought in the bill market for the shortest maturities ; money 
can be lent at call. What investment could be more ideal than 
a three-months’ Treasury Bill? Millions can be invested in this 
way without a moment’s thought or consideration. What infinite 
pains and inquiry would be necessary to invest the same amount 
in industrial loans! Again, most financial loans are on first-class 
collateral security, security which can be instantly realised, so 
long as the banks are able to rely on an effective and vigorous 
Stock Exchange.2 This is, indeed, an essential condition of 
financial banking, but London is admirably situated in this 
respect. 

The inevitable consequence of these considerations is that 
there is a natural tendency, not confined to this country, but 
stronger here, for banks to prefer financial to industrial banking. 
This is an old story. As long ago as 1797, Sir Francis Baring 
complained that the discounts of commercial paper at the Bank 
of England were very small compared with its financial opera- 
tions. This is perhaps necessary in the case of a national bank. 
But it is the same with the joint-stock banks, specially founded 
to supply industrial and commercial needs. A distinguished 
Manchester banker wrote last February that “in contradistinc- 
tion to banks of the German type our banks are financial institu- 
tions.’’ If the difficulty is more acute here, it is felt in some 
other countries. The French Government appointed a Com- 

? IT have heard a great banker say he would advance on anything that was 
marketable, even sardines. But these are short loans, not finance. 

2 Ceteris paribus securities are more marketable in proportion to the 
amount of the issue. Big foreign loans will therefore be preferred as collateral 


to usually smaller industrials. This is another argument for larger industrial 
combinations. Cf. the German Dyers, with their £35,000,000 of capital. 
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mission in May, 1911, to study the question of making adequate 
provision for industrial advances. Even in the United States, 
where banking has never been afraid of adventure, we find the 
Wall Street Journal, as early as 1904, complaining that “the 
special temptation to which our banks are now subjected is the 
temptation to turn from commercial to finangial banking.’’ The 
new Federal Reserve Act contains a provision expressly inserted 
to discourage this tendency. Only “commercial paper’’ is to be 
admitted to rediscount by the Federal Reserve Banks.? 

With us, everything is sacrificed to “liquidity,’’ though 
liquidity must certainly break down under any serious strain, 
as it almost implies fairly normal conditions. The net result 
is that English money goes to finance foreign industry instead 
of ourown. Mr. Grant tells us that in 1912, out of £191,000,000 
of new issues on our market, only £17,500,000, or less than one- 
eleventh, represented home issues; in 1913 the proportion had 
fallen to one-thirteenth, or, according to the Hon. R. H. Brand, 
to one-seventeenth. It is open to German banks to take up 
unlimited funds in our short-loan market (and similarly in Paris) 
to finance German industries, or to finance foreigners on terms 
which rob us of our natural share in their trade. Our own money 
is thus used against us because our great banks are too timid to 
take primary risks. They prefer to give acceptances, as Sir 
Edward Holden says his bank does, of bills “of the leading banks 
in the world.’’ The bills thus accepted can be discounted in 
London ad libitum, and at the lowest rates. The amount usually 
lent on short loan here can hardly be less than £150,000,000 ; 
while Mr. Keynes put the total of London acceptances before the 
war at £350,000,000. It was estimated that in 1912 we were 
financing Germany by acceptances to the extent of £70,000,000 
@ year.” 

Thus our own industries go a-begging, or are driven to the 
tender mercies of the company promoter, while we lend large 
sums through foreign banks, on terms which deprive our indus- 
trials and merchants of trade.® It is a great sacrifice to make 


’ 


1 There is, however, some talk now of relaxing this regulation. 

2 The power of the London market is enormous: as was shown by the ease 
with which it carried nearly £1,150,000,000 of Treasury bills in December, 1916. 

3 Prof. Henri Hauser says that the position is much the same in France, 
where they have not quite the same excuse. ‘“‘A French merchant may see 
the counters of one of our credit establishments closed to him, while a German 
banker thereupon opens for him a credit, thanks to the resources assured to 
the German banker by the French establishment. This is truly disconcerting.’ 
It is, indeed; for German finance means German control, German espionage 
and ‘“‘penetration.” See an illustration of this in the Jour. Inst. Bankers, 


November, 1917, p. 342. 
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at the altar of Caution. Judicious Adventure might in the long 
run prove a better investment. Some will say perhaps that it is 
unfortunate, but that London can only retain its position as the 
world’s clearing-house on condition of allowing international 
finance of this type. This may be doubted; but in any case we 
should not overlook the other side of the account. The prefer- 
ence for financial banking is intelligible enough. It may con- 
ceivably be necessary for banks of the peculiar English type. 
But it is certainly disastrous for English industry and trade. 
They require long loans and large loans; and this not merely to 
instal new undertakings, or to equip older ones with up-to-date 
plant, but even in many cases to enable going concerns to obtain 
big competitive contracts. Our enterprise would equally benefit 
by the skilled advice which a great financial house or a bank 
of the German type are often able to give. Neither kind of 
assistance can be obtained from our banks. The only alternatives 
are resort to the company promoter or the sale of debentures to 
a finance or trust company. These are mere makeshifts, utterly 
inadequate. 

After all, the financing of industry and trade should be the 
main business of banking, using that term in its broader sense. 
It is the banking system which collects and concentrates the 
savings of the community : it should be its chief care to see that 
these are placed at the disposal of its own industry and trade, 
under the best possible conditions for success.! This is precisely 
what the German banks have done. They have done it with 
such conspicuous success, and by methods and machinery so 
radically different from our own, that a study of their methods is 
perhaps the best way by which we Englishmen can approach 
the subject. German methods are all the more suggestive for 

1 It by no means follows, as so many people are now clamouring, that these 
credit facilities should be extended to all kinds of business indifferently, big 
or small. Nothing would be gained by such a policy, which might indeed be 
considered retrograde. <A recent report of the British Chamber in Brazil de- 
serves notice in this reference. The Committee reporting agree that there is 
something to be said for helping able young men to set up for themselves. 
But their general view is thus expressed: “They think that at present ample 
credit facilities are obtainable by all well-established British firms in Rio de 
Janeiro, and that these firms would not welcome any desire on the part of the 
banks to give [further] credits. Experience has shown that an increase in 
credit facilities means that third- and fourth-rate firms are thereby enabled 
to compete for business which ought to be in the hands of first-rate firms, 
and excessive speculation and cutting competition are the results,” etc.—Jour. 
Lond. Chamber, November, 1917, p. 275. 

It would be easy to criticise the view so ingenuously expressed : but there 
is truth in it. It is possible that excessive competition may injure business, 
as I tried to show in a previous article; and the multiplication of small firms 
does not make for efficiency. 








er 

















1917] THE FINANCING OF INDUSTRY AND TRADE 511 


our present purpose because German success is mainly due to 
organisation, and it is precisely the organisation of our ample 
existing resources, rather than the creation of new institutions, 
which is our most urgent need. 


German Banking Methods. 


The German banking system is in its general structure not 
unlike our own. Unity of control and discount policy is secured 
by the position of the Reichsbank, whose influence in the money 
market is at least as great as that of the Bank of England, 
fortified as it is by legal powers which our Bank does not possess. 
It is surrounded by joint-stock banks which in size are not far 
behind our own. Indeed, one of them, the Deutsche, claimed, as 
the result of its latest amalgamation (February, 1917) with the 
Nord-Deutsche Credit-Anstalt and the Schlesische Bank, to be 
the largest bank in the world.!' Taking the mark at its pre-war 
parity (a great concession) the paid-up capital and reserve of 
this bank were (March, 1917) £25,000,000, and its total resources 
£185 ,000,000. 

Here we may stop to note that in all systems there is a 
tendency to large-scale banks; even in the United States, where 
legislation has put many obstacles in the way of their growth. 
Big banks are the order of the day. It is idle to inquire whether 
the big banks have made big business, or whether it is the scale 
of business that has determined the size of the banks. One might 
as well ask whether the egg or the hen came first in time. Big 
banks and big business are necessary consequences of the same 
general trend of development, which makes big finance essential. 
Bagehot foresaw this nearly fifty yearsago. The days of small banks, 
he said, would soon come to an end. Riesser holds that “banking 
business, even of a domestic nature, cannot be undertaken by 
establishments of only moderate size, because heavy risks have to 
be taken. This applies in even greater degree when it is a 
question of foreign operations, because the risks are still more 
serious.’’ Hence bank amalgamations are in progress every- 
where. Canada and Sweden present some of the latest examples. 
They have nowhere gone further than in this country. The move- 
ment has been justified by its results. As Mr. Drummond Fraser 
showed ten years ago, it is the big banks that progress most 
rapidly. The smaller banks can barely hold their own. 

1 It is now left well behind by the London City and Midland Bank, which, 
since its union with the Belfast Banking Company in June last, shows a total 
of deposits over £200,000,000! 
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This question of scale apart, the difference between English 
and German banking is most marked. Organisation, elaborate 
and methodical, is the characteristic of the German system and 
the source of its power. In banking, as in industry, though 
individual units are often very large, they rely on the method of 
the cartel rather than of the combine. Each of the leading banks 
has a largé group of allied banks working in general co-operation 
with it. Thus the Deutsche group, even before the last amal- 
gamations by the Deutsche, had a (paid-up) capital of nearly 
£50,000,000 ; the Disconto group a capital of £33,000,000; the 
Dresdner more than £16,000,000; the Berliner Handelsgesell- 
schaft £15,000,000; the Darmstidter £13,000,000; the Schaaf- 
hausen £10,500,000. Thus the six leading banks controlled a 
capital of £137,500,000. The whole British banking system, the 
Bank of England excluded, only holds paid-up capital and reserve 
to the amount of £110,500,000. 

Further, in addition to this primary grouping, the German 
banks are specially organised in other ways to deal with large 
financial propositions. They combine to carry on particular 
classes of operations; classes based sometimes on geographical 
and sometimes on industrial or technical conditions. Thus you 
have combinations for Chinese or for South American trade, and, 
again, combinations for financing the electrical or the dyeing 
industries, or for special operations of a technical kind overseas. 
They also form syndicates or Konsortiums for handling particular 
loans or other big financial ventures. It need hardly be said that 
such organisation as our banks have is mainly concerned with 
matters of banking practice in the narrow English sense of the 
term, and is not aimed at co-operation in finance. 

The result is that in Germany risks which even the largest 
banks might regard as dangerous are made quite manageable by 
distribution. There is a regular standing machinery for under- 
writing. All risks, too, can be more safely taken because the 
capital of the German banks is so much larger in proportion to 
their liabilities than in England. Some of our largest banks 
only show a proportion of 5 per cent. as against the German 
45 per cent. 

The two systems differ still more in the character of their 
business. Where we confine ourselves to short loans they go in 
for finance. The German system has always been in the closest 
relation with German‘ enterprise. The late President of the 
Institute of Bankers, Mr. Pownall, voicing the general banking 
tradition in this country, says: “A banker ought never to be a 
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partner.’’ Rightly or wrongly, this is exactly what the German 
bank is. German banks are partners, often controlling partners, 
“predominant partners,’’ in many of the largest and most suc- 
cessful German enterprises. Many of these have been nursed 
from their earliest beginnings by the banks, and largely owe their 
success to guidance received from them. Georges Lachapelle tells 
us that in 1911 the Deutsche bank was represented on 134 
different boards, the Disconto on 114, and the Dresdner on 112. 
Their all-pervading influence is well described by Mr. W. R. 
Lawson. ‘German banking does not stand aloof from industry 
and commerce as ours does. . . . The men who direct the Ger- 
man banks are all the time in close touch with the iron and coal 
industries, the manufacturing and trading classes, and the ocean 
steam lines. With them finance, industry, and transportation go 
hand in hand, and are regarded as integral parts of the same 
problem. . . . The German banker has a finger in everything that 
is going on. He is represented directly or indirectly on the 
boards of manufacturing, trading, shipping, and mining com- 
panies. He has his eye on all the staple markets. The Bourse 
is an essential part of his domain. Underwriting is one of his 
recognised functions, and Germany is thereby spared many of 
the scandals of British company promoting. He has corre- 
spondents in every foreign city of any consequence. . . . These 
are no trifling advantages in the coming struggle for international 
business. What have our London banks to set against them? 
Simply the old Lancashire maxim of ‘Every man to his own 
job.’’’! As the Economist puts it, “The German banks. . 

are stock, bill, and exchange brokers and dealers, banker-mer- 
chants, trust, financial, and promoting companies, etc. What 
may be described as their chief merit and defect is their intimate 
connection with German industrial life. There are few com- 
mercial or industrial German ventures, be they private concerns 
or joint-stock companies, which do not have at their disposal a 
fixed credit—uncovered (Blanko Kredit) or covered by very un- 
liquid securities—with one or more banks. Not only have the 
banks promoted most of the industrial joint-stock companies, and 
retained part of their share capital, but their managing directors 
remain members of the boards of these companies, and draw per- 
sonally large incomes for their services in this capacity.”* Owing 
to this remarkable variety in their activities, the German banks 
have been styled “allerlei Enterprisen,” maids of all work, a 
kind of financial Universal Providers. It is easy to jibe at their 


1 Bankers’ Magazine, July, 1906. 
2 The Economist, October 21st, 1911. 
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combination of functions which it is the practice with us to 
specialise ; but it is possible to carry specialisation too far, unless 
it receives its necessary supplement in organised reconstitution. 
The intimate connection of German banking with German in- 
dustrial life, while it has elements of danger for the banks, is 
undoubtedly the main cause of the success of modern German 
enterprise. ~ 

In the descriptions of German banking just quoted stress is 
laid on the important part it plays in the business of issue and 
flotation. Here we have one of the most striking contrasts with 
English practice. This delicate business, which we leave to the 
company promoter, is the special care of the banks in Germany, 
where the company promoter scarcely exists. The banks, with 
their large staff of industrial experts, not to speak of the many 
highly trained men they have on their boards of directors, are 
able to give the most intelligent examination to all schemes put 
before them ; and to insist, before they accept any new proposi- 
tion, that the necessary provisions are made, whether as to 
capital resources, management, or scientific assistance, to ensure 
that the undertaking shall have a fair prospect of success. The 
company promoter, like Gallio, cares for none of these things. 
His concern is simply with the profits of the promotion. As soon 
as he has contrived to get his issue quoted at a premium, and his 
underwriters have unloaded at a profit, his interest in the enter- 
prise ceases. “To him,’’ as the Times says, “a successful flota- 
tion is of more importance than a sound venture.’’ When it is 
remembered that our company law is less exacting in its safe- 
guards than that of any other great business community, except 
perhaps the State of New Jersey, the result of this type of 
promotion can easily be imagined. Here is a German estimate 
of the situation. “English banks furnish the money for the 
flotation and stock-exchange business without thereby securing 
the slightest control for themselves over the business of specula- 
tion. Up to this time the English deposit banks have not suffered 
much from this, but it is well known that English speculation 
is in a very bad way because no influence is exerted upon it by 
the banks. Nowhere are so many extravagant speculations 
launched as on the London Stock Exchange. ... Our banks 
have been the pioneers of industrial development . . . for this 
our thanks are due chiefly to our system of mixed banks, and to 
the proper use of this system.” 1 The German bank issues have 


1 Dr. Jaffé, 3rd German Bankers’ Convention, Hamburg, September, 1907. 
There is always a certain arrogance in Dr. Jaffé’s criticisms, but there is more 
truth than usual in this one. 
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been enormous. From 1885 to 1900 they issued on the German 
market securities for more than £1,200,000,000. The Deutsche 
alone made fifty-eight issues in 1907. In 1906 the banks placed 
£33,000,000 in industrial issues. besides debentures to the amount 
of from £5,000,000 to £15,000,000 annually. That this direct 
co-operation of expert financiers with the promotion of industrial 
enterprise is of the greatest value to industry hardly admits of 
doubt. The German banks have rendered invaluable service in 
this way. 

In another direction German banking has not been so well 
advised. Not content with undertaking the business of issue, 
which may be called the manufacture of securities, the German 
banks are also the principal dealers in securities. The big banks 
are themselves small stock exchanges. They do not use the 
market, as our banks do, through their brokers, but they make a 
market themselves, dealing directly with their own customers. 
By these encroachments on the proper business of their Stock 
Exchange, already the victim of unintelligent legislation, they 
further weaken it very seriously. Their Stock Exchange is out 
of all comparison inferior to our own. But an efficient stock 
exchange is absolutely essential to financial and banking supre- 
macy. It was largely owing to the efficiency of the English Stock 
Exchange that London took the place of Amsterdam as the chief 
financial centre of Europe. No doubt Germans were always able 
to use the London Stock Exchange through the London branches 
of their banks. They may not find the same facilities there after 
the war. German stock-exchange policy has been a marked 
weakness of their system. Our own banks are not altogether 
blameless in this respect. In so far as they finance speculative 
operations outside the market, the existence of which is not 
revealed at the usual fortnightly settlements, they make the 
market uncertain and apprehensive. The jobbers become timid, 
uneasy until they have evened their books. Thus their work and 
the efficiency of the market generally are impaired.’ 

The German system has many strong points which I must 
only glance at. Their banks have a remarkable network of alliances 
with foreign banking houses; as, for instance, their powerful 
New York connections with firms like those of Morgan, Speyer, 
and Kuhn Loeb. Again, there are many important foreign banks 
which they have either founded or brought under German control. 


1 It was given in evidence, before the Stock Exchange Commission of 1876, 
that £300,000 of Consols had been sold, just before closing, without putting 
down the price one-eighth against the seller. Could this have been done of 
late years? 
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This was the case with a famous Italian bank, through whose 
agency German banks obtained immense power over Italian 
business. It was much the same with the Banco Aleman Trans- 
atlantico at Buenos Ayres, the Deutsche-Asiatische Bank for the 
Far East, and the Orient Bank for the Near East. In every 
Balkan State there was an institution of this kind, working in 
the closest harmony with Germany’s financial and political aims. 
A mere list of these institutions would occupy a large folio. In 
all their foreign work, too, the Germans have shown singular 
ingenuity in cartying out their schemes with foreign capital. 
“Germany.’’ says Professor Hauser, “has effected the surprising 
tour de force of securing her financial supremacy in foreign 
countries while locking up very little of her own capital.’’ Of 
the £5,200,000 capital of the Banca Commerciale Italiana in 
1914,’ only £180,000 stood in German names, or less than 34 per 
cent. Yet Germany, at that time, held practical control of the 
bank (the situation has since been happily altered). So far as 
industrial undertakings are concerned, it has been estimated 
that Germany contrives to obtain control by an investment of 
not more than one-eighteenth of the capital controlled. 

I have referred in a former lecture to the various agencies, 
none too scrupulous, by which Germans promote their export 
trade. The banks furnish the necessary financial support, and at 
the same time they utilise the influence thus acquired to capture 
insurance business for the German companies and to place in 
foreign hands shares in the German undertakings they have 
floated. The credit policy of German traders is a well-known 
means by which they have contrived to establish themselves in 
already occupied foreign markets. Here, too, it is by the aid 
of their banks they have been able to relax the sound but some- 
what severe rules of credit practised by rivals. Last, not least, 
they have in all their work the assistance of an elaborate system 
of publicity, usually based on the subsidising of local publications 
and the local Press. 

The machinery thus planned by the banks, and in which they 
play the leading réle, is clearly admirably adapted to its purpose 
of fostering German trade. Suppose a railway is wanted in 
China. The Asiatische Bank, supported by its powerful German 
group, is able to provide the necessary funds, stipulating that the 
contract must be placed in German hands. The Deutsche, or 
some other German bank with a special railway connection, will 
take care that the contract is placed in competent hands. The 


1 Now, July 3rd, 1917, £8,628,000. 
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whole business will have been astutely written up in the local 
Press, and every available means used to obtain the concession. 
The railway may be half built before we could have floated a 
company to raise the capital; and so a valuable contract, with 
all the incidental business connections, is lost to Germany. With 
Germany finance and trade go hand in hand. The banks never 
forget to insist on the quid pro quo. The placing of business in 
German hands is the invariable condition of German financial 
assistance. 


The Position in this Country. 


What provision have we in London, or are we making, to do 
the sort of work which has been described? Nothing, it must 
be said, that is at all adequate. Of course, it is true in a sense 
that every kind of financial business can be put through in 
London, if not by what we call “banks,’’ yet by other financial 
machinery ; and nowhere in the world do financial institutions 
of the highest class abound as they do in London. A glance at 
the Bankers’ Almanac or any similar work will show that the 
financial resources of London are absolutely unrivalled. Any 
kind of finance might be managed in our market, most kinds 
are. The real question is whether the business is being done 
in the best way, on the necessary scale, with the necessary 
promptitude, with the best use of available experience, and with 
the proper co-ordination of energies and resources. 

The fact is that we had carried specialisation to an extreme. 
Foreign exchange was relegated to special firms, largely foreign 
houses, or, if English houses, managed by foreigners; or else 
carried on by foreign and colonial banks. Bill discounting, again, 
was mostly left to a special body of bill-brokers, hardly to be 
found elsewhere. Foreign trade was largely catered for by 
colonial and foreign banks and by the exchange houses. Issue 
business was principally done by merchant bankers or issuing 
houses, and was for the most part on account of foreign countries. 
Home industry was left to the company promoter and the various 
finance and trust companies!; assisted, no doubt, in many cases 
by some of the larger stock-broking firms, and particularly by 
certain firms of provincial brokers.? I do not say that there was 
not a certain amount of informal co-operation between these inde- 
pendent agencies. But in general there was no systematic and 

1 Sir George Touche suggests that these latter companies should be organ- 
ised, so as to secure some ‘“‘unity of action.’’ Mr. Robert Fleming puts their 


aggregate capital at £100,000,000. 
2 For instance the, firm of George White and Sons, Bristol. 
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regular co-ordination of their operations. The system, if it 
deserves the name, suffered from excessive specialisation and 
almost complete lack of organisation. 

We have made some progress of late years. Our regular banks 
have greatly enlarged the scope of their activities. They have 
developed foreign exchange departments, often very large and 
important. ‘They are taking a large share in acceptance business, 
as to which much might be said. They have begun opening 
branches, or controlled establishments, in foreign countries, 
notably in France, Spain, and Russia. Better still, they are 
entering into intimate relations with foreign banks, as, for 
instance, with the two great Italian banks, the Banca Com- 
merciale and the Credito. Again, many new banks for foreign 
trade have recently been established, as, e.g., for the Russian 
and Scandinavian trades. 

All this is very good as far us it goes. But it seems to me 
open to a fundamental objection. It lacks its natural basis in an 
intimate connection with the national industries. The proper 
foundation for overseas finance is well-financed home industry. 
All the foreign enterprise of the German banks was based upon 
an intimate knowledge of the resources and aptitudes of their 
own industries, obtained by careful study in the course of such 
preliminary financing. Now our colonial and exchange banks 
are quite distinct from our home-banking system, and neither 
are in touch with home industry as the German banks are. The 
regular banks are always ready to accommodate industry with 
temporary loans on excellent terms. But they do not regard it 
as their province to concern themselves with the original equip- 
ment of large-scale enterprise, whether at home or abroad, as, 
for example, a great issue house would. They have not made a 
special study of industrial technique, or industrial problems 
generally, except so far as they affect short-loan business. 
Industry has thus lost the valuable advice a German bank or an 
issue house could offer, advice more valuable often than the 
mere capital loan: while the banks in their turn lose a certain 
insight mto the industrial and trading situation which might go 
far to compensate them for any risks inherent in the more diffi- 
cult type of finance. 

The loss to our home industry is only too obvious. It cannot 
obtain from the banks the means of making adequate original 
installations, or the extensions and reconstructions made neces- 
sary by the progress of industrial technique, or by the develop- 
ments of rival firms in other countries; nor, again, the large 
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loans which are often, in practice, essential to the securing of 
big foreign contracts. Finance of this kind involves a lock-up 
of resources which our deposit banks, without special supple- 
mentary organisations, cannot entertain. In most foreign coun- 
tries this finance can be arranged by “banks’’ of some kind. 
German banks lay themselves out for it, and so do certain credit 
institutions in France. __ 

If our great Issue Houses would take up this business their 
help would be invaluable. They are accustomed to make ex- 
haustive examinations of propositions submitted to them. They 
employ expert engineers, accountants, and lawyers; and every 
pertinent detail in regard to process of manufacture, plant 
management, earnings, labour conditions, and past history is 
taken into account. But the issue houses fight shy of ordinary 
home industrial propositions. They prefer those put forward by 
foreign Governments, municipalities, or the very largest trans- 
port companies. As a rule our English industries are too small 
in scale to attract the issue houses; the securities would not be 
marketable. Thus we are involved in a vicious circle which it 
will want some courage to break. Our industries are inade- 
quately capitalised, because they cannot get properly financed ; 
they can’t get financed because their capital is inadequate. Even 
if this difficulty were removed, as it must and will be, another 
would remain. The English investor does not take kindly to 
industrials. The issue houses would not find it so easy to unload 
those they had become responsible for. It seems clear that either 
by relating themselves to large banks, or to credit institutions 
of a different type, they must endeavour .to distribute the inevit- 
able risks of having to wait some time before the issues are com- 
pletely taken up. Those who ought to know tell us that even 
in the United States issue houses will seldom take up a concern 
in its initial stages. They leave this, curiously enough, to the 
weaker houses ; in proportion as a house becomes strong, it tends 
only to consider going concerns. The question hardly arises in 
London, where the issue houses scarcely cater for home industry 
at all. 

The small contribution made by the issue houses to industrial 
finance is a matter for regret. It is certain that the experience 
at the disposal of these houses is most valuable, and ought not 
to remain exclusively in the City, to be empioyed on foreign 
enterprise, but should be made available for the guidance and 
stimulus of our own industries. We are told that banks and 
issue houses alike are waking up to the fact that in many respects 
M M 2 
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the management and plant of our home industries are not nearly 
so good as they had assumed them to be;? and that if this con- 
dition of things is to be remedied there must be greater co-opera- 
tion between the City and Industry than there has been in the 
past. Banks and issue houses should keep in closer touch with 
our industrial establishments, and associate themselves to a 
greater extent with their managements and their methods. No 
one has more to gain by such an association than the so-often 
victimised investor. ‘The real issue,’’ writes Mr. Lawson 
(February, 1916), ‘“‘is, where do we find the best industrial results ? 
In the slop-work of the British company promoter, or in the 
scientific work of the German bank? . . . There is a widely-felt 
need for some kind of bank or trust company which could 
guarantee to the investing public a reasonable amount of adminis- 
trative, financial, and technical skill in the management of new 
ventures.”’ 

The establishment of the new British Trade Corporation, 
chartered last April, is the latest response to this need. Until 
it has embarked on actual operations it will not be easy to ascer- 
tain the precise functions it will serve. It is to have an Informa- 
tion Bureau and an Intelligence Department, much like the 
machinery of an issue house or a firm of merchant bankers. There 
are representatives of commerce and industry on its board, and 
it is to be aided by a staff of technical experts. The chief appoint- 
ments hitherto made have been generally approved. Its own 
initial capital is £10,000,000; and it hopes to be further aided 
by contributions from the banks. It has taken powers to do 
acceptance business, and it is stated that it is not to interfere 
in any way with the operations of the British and colonial banks. 
From these last, and other statements that have been made, 1 
find it difficult to conjecture what the precise character of its 
operations will be, and criticism can only be hypothetical. 

It may be said at once that it is a step in the right direction, 
and we hope that its foundation may give an effective lead to 
public opinion. There are some indications that it aims primarily 
at foreign rather than home developments. I hope this impression 
may prove to be unfounded. If not, as I have already said, we 
are beginning at the wrong end. It was the close union between 

2 As an illustration, a writer in the Round Table for December, 1916, makes 
the following almost incredible statement :—‘A very large proportion of the 
coal used in this country is still used in plants involving a coal consumption 
from five to fifteen times greater than the best that can be done to-day,” p. 35. 


I do not know on what authority these figures rest. But that a large pro- 
portion of our industrial plant is very inefficient is patent to the ordinary 


observer. 
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the financial expert and the captain of industry that gave German 
industry its remarkable efficiency, without which its foreign trade 
and overseas competition, however ingeniously financed, must 
have failed. We look in vain for financial institutions in England 
which have the knowledge, and are prepared to play the part, 
of these German banks. Mr. Brand tells us that ‘“ London knows 
very little of British industries’’; that it has “no institutions 
whose aim it is, as it is the aim of German banks, to act as a 
kind of general staff to industry ’’; and that there is “a peculiar 
lack of contact between the chief financial centre of the world 
and the industry of its own country.’’ It did not require the 
revelations of the war period to show that this isolation of 
industry from finance has been most unfortunate. 

It seems very unlikely that any one institution, however ably 
directed, can do more than a small part of what is wanted. It is 
clearly impossible for it to make an adequate survey of all indus- 
tries, at home and abroad. Nor is this necessary. So far at least 
as foreign business is concerned, ample and more than ample 
machinery already exists in London. I would rather see the 
resources of this great corporation devoted to the organisation 
of our existing institutions than to the addition of a new com- 
petitor with them. So far as home finance is concerned, for 
which no doubt new machinery is required, I think Mr. Drum- 
mond Fraser’s new proposals are more promising.’ His idea is 
to establish local credit associations at great industrial centres ; 
for instance, in such places as Manchester, Bradford, Birming- 
ham, etc. He thinks such associations might be largely financed 
by the banks working in the respective districts; and it is 
believed that a scheme of this kind is already on foot in the 
Manchester district. Local credit associations of this type would 
have an intimate knowledge of industrial conditions and personnel 
such as could hardly be expected in the case of a house working 
in a great international market like London. 

We are too apt to ignore existing resources. When the 
British public gradually begins to recognise the immense import- 
ance of things experts have long been trying to do with inadequate 
means, and no intelligent support, the cry is always for a brand- 
new institution. It would generally be wiser, and certainly in 
this case, to utilise, and extend, and suitably organise, the vast 
resources that already exist, but of which so much more might 
be made. 

Whatever form our industrial finance may ultimately take, 
it will probably be better to provide machinery for the purpose 

1 See his Y'inance After the War, February, 1917, pp. 26, 27. 








522 THE ECONOMIC JOURNAL [DEC., 1917 


outside, though not out of relation to, the existing system of 
deposit banks; and it will be as well to avoid using the term 
“bank ’’ in connection with work of this kind in Great Britain, 
because the term has a specially narrow meaning here. As Sir 
Francis Piggott suggests, the French term Crédit is more to the 
point : Crédit Foncier and Crédit Mobilier; we want them both ; 
we have neither, at least on the scale required. Whatever we 
do, while working in harmony with National Policy, let us avoid 
hampering ourselves by State assistance, or even, so far at least 
as home finance is concerned, by State control. 

To sum up a rather long exposition, I am convinced that the 
radical fault of our system lies in the fact that our financial, as 
distinguished from our banking, institutions are out of touch 
with our industries, with the natural consequence that these 
industries, or the majority of them, are defective in their organisa- 
tion and equipment. If this is so, then the value of any proposed 
reforms must be judged by the probability that they will remedy 
this defect. 

A word in conclusion. If I have spoken a great deal of 
Germany in this lecture, it is because she has shown strength 
precisely where our own system is weakest ; and there is much to 
be learnt from her experience, either for adoption or avoidance. 
But I do not fear German rivalry in the future, now that the 
world is awake to her- unscrupulous use of financial power, and 
that we are becoming sensible of our own deficiencies. There is 
only one country in the world that has a financial future at all 
comparable with our own. While we have been talking she has 
been striding ahead. I refer, of course, to our oldest colony and 
latest ally, the United States. 

H. 8. Foxwe.u 
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THESE three works are gratifying evidence of the fact that 
in America and in England increased attention is being bestowed 
upon the study of formal financial administration. Popular 
interest in finance is inevitably deepened and widened by heavy 
taxation, and we may be sure that the world will see a great 
output of financial literature in the next twenty years. The most 
clamorous questions will be whether the load can be lightened 
or better adjusted ; and in this connection the cost and efficiency 
of the machinery of financial administration is very important. 
The first thing is to see and understand things as they are; the 
second to ascertain how they can be improved; the third to take 
action. Comparative study may yield useful warnings or valuable 
suggestions. But the member of Parliament or the publicist who 
desires to study the financial systems of other countries will at 
present find little to help him in the library of the British 
Museum. Adequate and accessible description is still sad'y 
lacking as to many countries. 
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The Trustees of the Rockefeller Foundation provided the funds 
for inquiry to be made by American professors into various fin- 
ancial systems. The Professors visited this country and proceeded 
to the Continent, but their labours were interrupted by the out- 
break of war, and their Report deals only with the system of the 
United Kingdom (which they inscrutably describe as Great 
Britain). The claim on the wrapper that “this is the first authori- 
tative detailed account” of our system is probably made by the 
publishers only. It is not the first account. It is not in any 
proper sense authoritative. It is, however, a good account, and 
should well serve its purpose with the American public. 

In description the volume does not go essentially beyond what 
the reader may find in my Financial System of the United 
Kingdom, 1914, or in The System of National Finance, by 
Mr. E. Hilton Young, M.P., which appeared later in the same 
year. In some respects it covers less ground. There are a few 
lapses from accuracy. For example, the staff of the Treasury is 
said to be “composed of principal clerks, estimate clerks, and 
junior clerks” (p. 173). There is only one estimate clerk and he 
is a member of the class of senior clerks, his distinctive description 
merely indicating his special duty. The statement on p. 190 that 
“in addition to submitting estimates for the funds needed by it 
in performing work directly in its charge the Office of Works also 
submits estimates for all public works proper, including Surveys 
of the United Kingdom, Harbours, Rates on Government Pro- 
perty, Public Works and Buildings, Ireland, and Railways, 
Ireland,” is a curious misapprehension. For the last two items 
the Commissioners of Public Works in Ireland are responsible, 
but with the rest the Office of Works, whether in England or 
Treland, has no more to do than the man in the moon. Its own 
estimates are of course laid before the Treasury, and after approval 
are submitted by the Treasury to the House of Commons. 

It would be ungracious to dwell upon slips of this kind, which 
are almost inevitable in observation from the outside. The chief 
interest of the report to English readers is in its mild incidental 
criticism, which it would take us too long to examine in detail. 
The demand in the United States for a National Budget is sup- 
ported by comparison with English methods of which the Pro- 
fessors are on the whole highly appreciative, so far as the formal 
presentation of the needs of the public service are concerned. 

Mr. Collins fights on‘the same side. His book is a graphic 
though brief description of the defects of the American system. 
The departments send in their estimates, which the Treasury has 
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no power to criticise or revise, to be laid before Congress. ‘‘ About 
fourteen independent committees of the House and fifteen of the 
Senate ” take these proposals as the basis for a number of appro- 
priation bills. The Committee of the House examines the officials 
of the spending departments, adds new items, revises (and fre- 
quently increases) the amounts asked for, and finally drafts for 
its group a Bill which is reported to the whole House. On the 
report stage further changes are made, usually in the direction 
of increased expenditure. The Bill goes to the Senate, where it 
is sometimes practically rewritten and increased in Committee 
after a new hearing of officials, is further augmented on report to 
the Senate as a whole, and returned to the House for concurrence. 
Differences are adjusted by a conference committee of three 
members from each House. “The Senate conferees usually insist 
upon their increases with such persistence that the House con- 
ferees accede to the greater number of them.” The Bills as agreed 
are finally passed, and it is only when late in the session they 
are all added up that it is possible to form an opinion how much 
the United States Government proposes to spend in the year. 
The provision is settled by amateur members usually selected by 
seniority. ‘‘Log-rolling’’ and “pork-barrel’’ influences insert 
items which the responsible officials do not desire, and possibly 
strike out or reduce items which these officials deem important. 
There is no correlation with estimated income. The permanent 
revenue laws, and especially indirect taxation on imported com- 
modities, usually provide in normal times enough, and more than 
enough, to cover the expenditure. ‘This business,” wrote Presi- 
dent Wilson on January 30th, 1913, “of building up the expense 
of the nation piece by piece, will certainly lead us to error and 
perhaps embarrassment.” The Progressive, Republican, and 
Democratic parties have all inserted in their political platforms 
the plank of a businesslike Budget. ‘The reluctance of Congress 
to relax its privilege of initiative is the main obstacle. The con- 
stitutional difficulties which Mr. Coilins discusses will doubtless 
be surmounted by the growing impulse for reform, stimulated 
as it is by the novel financial situation. 

The methods of France, Germany, Switzerland, and Japan 
are briefly described, as well as our own, and Mr. Collins offers 
some practical suggestions derived from the comparison. His 
book, though primarily addressed to the American citizen, is well 
worth the attention of students everywhere. 

Colonel Durell presents us with an intensive examination of 
our system of control-over Parliamentary grants. In a pithy 
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foreword Sir Charles Harris commends the volume as “‘a codifica- 
tion of the whole subject with its systematic citation of original 
authorities on every point.” It is undoubtedly a painstaking and 
useful compendium of practically everything that has been written 
or said on the subject, but it has the defects of its qualities and 
is what our French friends call un bon livre mal fait. Some 
thousands of extracts from the Reports of the Public Accounts 
Committees and other Blue-books, from WHansard, Hatsell, 
Hallam, Todd, Bagehot, May, Anson, Redlich, Ilbert, Bastable, 
and other sources are strung together much as the young student 
unpacks his notebook into a thesis, and we find statements 
repeated again and again in nearly the same words in different 
chapters, while the authorities cited are often of unequal and 
sometimes of doubtful value. The frequent citations from Han- 
sard or from witnesses before committees do not give us the name 
of the person who is quoted. On the other hand we find such an 
ancient sentiment as “‘a good system of economy is itself a great 
revenue” prefaced by the words “as Burke pointed out,” with a 
side-note referring to “The Life of Gladstone” as the source of 
the quotation. We could have wished that the author had cut 
himself loose from his material, made a bonfire of his authorities, 
and given us (as he is evidently well fitted to do) a history of the 
subject, culminating in a description and a criticism of the 
system. Three chapters on Control, as it has been, as it is, and 
as it might be, would make a clearer picture. On the last subject 
the author observes a natural reticence. But his insistence upon 
the point that external inquiry into the merits of expenditure 
must not “trespass on administration” or “weaken the respon- 
sibility of the department,” and his evident- belief that such 
inquiry would do more harm than good, prejudge the question of 
questions awaiting solution. The Public Accounts Committee 
and the Comptroller and Auditor-General abundantly merit the 
high encomium passed upon them. But their spheres are not all- 
embracing, and there is no a priori reason why test investigation 
of results, revealing perhaps defective organisation, deplication, 
waste of time, energy, and money, should have the ill effects 
which are feared. 

An illustration may make this clear. In the recently published 
Chapters from my Official Life, Sir C. Rivers Wilson mentions 
an example of “the carelessness which may continue undetected 
in a public office unless accidentally brought to light. An inquiry 
was instituted into the administration of the office of the Chelsea 
Pensioners, and the Government actuary was directed to make a 
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report. The result was that he arrived at the startling discovery 
that the average life of a Chelsea Pensioner was 135 years! It 
turned out, in a large number of cases, that after the old pen- 
sioner had died, his relatives were in the habit, quite as a matter 
of course, of presenting themselves and drawing his pension, 
without any detection on the part of the office.” 

Now here we have the National Debt Office, which had 
nothing to do with Chelsea Hospital, pointing out the demerits 
of expenditure without trespassing on administration, or weaken- 
ing the responsibility of the department, or doing anything but 
good to the public service. Sir Rivers Wilson was an eminent 
public servant. But why should we acquiesce in the view that 
such things must continue undetected “unless accidentally 
brought to light?” Scientific administration would reveal them 
as certainly as the clinical thermometer discovers a high tempera- 
ture. Is it worth while to have some expert or experts who, 
while eschewing questions of policy, will do for the merits of 
expenditure what the Comptroller and Auditor-General does for 
its formal propriety? That is perhaps the one thing that matters 
most in the control of expenditure at the stage at which we have 


now arrived. 
Henry Hiacs 


Financial Chapters of the War. By ALEXANDER DANA NOYES. 
(London : Macmillan and Co., Ltd. Pp. 255. 8vo. 1916.) 


In Mr. Noyes New York has a City Editor who has for many 
years been the trusted and trustworthy guide of those who desire 
to follow and understand the financial movement in the Unitea 
States. To fullness of knowledge, balance of judgment, sagacity, 
penetration, and the historical sense he adds the gift of lucid 
explanation, and we were sure in advance that his “Financial 
Chapters ” would be well worth reading. Writing in September, 
1916, before his country had joined in the war, he exhibits some 
neutral reserve and detachment from political controversy, 
aspiring merely “to describe clearly and explain without tech- ~ 
nicality the remarkable financial and economic episodes which 
have attended the European War.’’ As he justly remarks, the 
lack of clear contemporaneous exposition of the financial events 
of past great wars is one of the greatest obstacles to our full 
historical comprehension of them. “The actual and relative 
importance of many economic phenomena of the period cannot be 
determined conclusively until the war itself is over. But it is 
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possible at least to give the general public the means of under- 
standing what has happened already.” 

. What has happened of financial interest in the first two years 
of the war is described with ability and illuminated by much 
shrewd comment and reflection. The opening chapter on “ Pre- 
cedent and Prediction” will not abash the incorrigible race of 
prophets. The opinions of the banking community, the estimates 
of statisticians, the forecasts of experts drawn from the experience 
of history or the particular circumstances of the day, have all 
been wide of the mark. There is no greater presumption of 
infallibility in the confident expectations which are current as to 
the financial and economic consequences of the war than there 
was in favour of the views widely held in 1914. In many respects 
Mr. Noyes notes a startling parallel with the Napoleonic War. 
Twelve nations were simultaneously at war in 1815; twelve were 
at war exactly a hundred years later; “Pitt’s subsidies” re- 
appeared on an immensely expanded scale; the great collision 
over the rights of neutral ships repeated step by step the story 
of the Orders in Council, the Berlin Decree, and the paper 
blockades of the Napoleonic conflict. “The greatest of the 
neutral Powers lived over again, with remorseless coincidence of 
causes and yet with the most impressive contrast of circumstances, 
the long series of episodes which led up to the American War of 
1812.” History repeated with dramatic accuracy political, 
military, and financial episodes of the last great war; and yet the 
economic history of the present war, during hostilities and after- 
wards, cannot be foretold from the records of a century ago. 
The prodigious cost of modern war and the introduction of new 
factors upset the process of reasoning by analogy. The teaching 
of history is valuable when we can disentangle causes and effects, 
but we must look carefully for new causes before we estimate 
the probable new developments. 

The assumption that people will, individually and collectively, 
act in accordance with what they think to be their pecuniary 
advantage is responsible for many of the blunders political, mili- 
tary, financial, and administrative, which history will record of 
this war. It is a good working hypothesis in the market-place 
in time of peace, but war produces great psychologic change. In 
his last interview with the British Ambassador the German Chan- 
cellor asked: “Has England counted the cost?” Like the 
Belgians, the oversea Britons, and our American cousins, we have 
gone into this struggle in the spirit of “cost what it may.” What 
the mentality of victors and vanquished will be after the war is 
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an unknown factor, but it will play a most important part in the 
aftermath of the upheaval. The wise course is to take thought 
for all probable alternatives. In this high chess game we must 
analyse in advance the situation which will confront us in various 
possible developments. The “practical” Englishman 1s usually 
content with a single plan, and when the Fates throw it on the 
scrap heap he falls back upon improvisation. 

But, to return to our author, what he has to say about the 
Paris Conference will serve as an example of his own outlook. 
On the whole, he says, the impression made in neutral countries 
was that the resolutions “reflected not reasoned conviction based 
on experience, but vague apprehension” as to the world’s 
economic or political situation when war is over. After some 
further discussion, he adds: “Outside observers recognised three 
aspects of the matter which had apparently received scant con- 
sideration from the delegates at Paris. In so far as the proposed 
agreements were defensive, not offensive, they would amount to 
confessing fear of the very nation which (supposing the defeat 
of Germany) had just been conquered. That attitude would at 
least be novel and anomalous for a victorious coalition. In so far 
as they were offensive and not defensive, they would be public 
declaration of economic war, to be made a source of future bitter- 
ness, acrimony, and renewed political intrigue, at the very 
moment when the disastrous military war had been happily con- 
cluded.” Finally, while the gain to the Allies “from exclusion 
of German trade would be highly problematical, what they would 
lose would be certain. . . .” “It is conceivable that the bitterest 
animosities of this war will survive into future generations; yet 
that is not altogether the teaching of the past.” He recalls 
Thackeray’s Waterloo chapter with its concluding prediction of 
undying enmity between France and England, the Prussian 
commander’s insistence that Napoleon be put to death by the 
victorious Allies, the demand for the South’s political subjuga- 
tion after the Confederate armies had surrendered, the declaration 
by the Times in 1814 of “No peace with James Madison,” and 
concludes that “the last stages of a bitter and angry conflict are 
not the hour when the clearest views of future relationships may 
be obtained. No doubt it was a changed France with which 
reconciliation became possible to England ; a ‘ New South’ which 
opened the way to the Union as this generation knows it, and an 
altered England whose present relations with the United States 
have replaced the underlying animosity which the Revolutionary 
War and the War of 1812 left behind them. But this means 
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that if we read by the analogy of history, it will be another and 
a different Germany with which other nations will reconstruct 
relationships in the longer future.” 

It will be seen that the author is not content with a colourless 
narrative, but offers continually food for reflection. His chapters 
on “The War. Panic,” ‘Emergency Expedients,” “Financing the 
War,” “Currency Inflation,” and “Foreign Exchanges” are 
especially interesting, though he is sometimes mistaken in detail 
as to occurrences on this side of the Atlantic. His description 
of financial America and the war, the New York market’s action, 
and the progress of events in America is, we doubt not, free from 
any inaccuracy, and is, like the rest of the work, vivid and 
informing. His attempt “to give the general public the means 
of understanding” these matters is entirely successful. 

Henry Hices 


Economic Problems of Peace After War. By W. R. Scorr. 
(Cambridge University Press. 1917. Pp. viii+122. Price 
4s. 6d.) 


Unber this title Professor Scott has, published in book form 
the Stanley Jevons Lectures for 1917, which he delivered at 
University College, London. The title is, perhaps, a little mis- 
leading, for a large part of the book is occupied with a description 
and discussion of the immediate problems to which the war has 
given rise, and a comparatively small part of it is devoted to 
economic problems of peace after war. Those, therefore, who 
come to it expecting to find practical guidance with regard to the 
situation with which we shall be faced when peace comes, or 
any definite policy laid down with regard to it, will be disappointed. 
But the author only undertakes to state some of the problems 
which will confront us after the war, and to “formulate the chief 
conditions which affect the faculty for anticipating the future, 
so as to have some means of correcting errors which may be 
expected to arise from the abnormal circumstances.” (Foreword, 
p- Vi.) 

The book suffers somewhat from the fact that it is rather 
late in the field, for after-the-war problems have already fre- 
quently been stated, and those who are interested in the subject 
have had ample means,of discovering what they are likely to 
be—that is, in so far as it is possible to forecast the future. What 
the public needs at the present time would seem to be more 
guidance as to the right line of attack, and as to practical solu- 
tions; but it is, perhaps, unfair to quarrel with one’s author for 
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not having done what he never set out to do. Nevertheless, the 
nature of the problems of the future are likely to depend largely 
upon the opinions which are now formed concerning them, and, 
if so, we cannot help thinking that these Lectures would have 
been of greater value had Professor Scott attempted more de- 
finitely to help towards forming public opinion, instead of con- 
tenting himself with speculations as to the probable state of the 
public mind immediately after the war. To take one example: 
with regard to our foreign trade policy after the war, he writes: 
“Feelings of resentment occasioned by the grievous wrongs 
which we have suffered may be expected to urge a trade policy 
which will differentiate against the products of recently hostile 
nations” (p. 38). Would it not have been more useful to have 
urged the undesirability of allowing feelings of resentment to 
influence our foreign trade policy, or, if Professor Scott holds the 
opposite opinion, to have shown how such feelings could be 
made to influence it with the greatest advantage? 

The book should, nevertheless, serve as a valuable corrective 
to ill-informed anticipations with regard to the future, for, as the 
author points out: “Estimates of the future are beset with ex- 
ceptional pitfalls’ (p. 68). It is also in many respects suggestive, 
and contains many wise, though perhaps not entirely novel, 
reflections. To quote a few examples: with regard to produc- 
tion Professor Scott writes: “May it not be that what has been 
considered a process is in reality a problem—namely, how to 
unite in any act of production the various factors (both human 
and inanimate) with the least resistance?” (Foreword, p. vii). 
Again, when the author points out that it is not the sole business 
of the Government to concentrate on the war and on nothing 
else (p. 13), he is giving a piece of advice which is badly needed ; 
while, with regard to reconstruction generally, he very pertinently 
asks “if some part of our industrial or social system had shown 
itself to be imperfect before the war, why should it be reproduced 
after the war with the original holes?” (p. 24). 

The Lectures are, moreover, interesting from a literary point 
of view. They are full of quotations from all sorts of authors, 
ancient and modern—being, in fact, rather overladen in this 
respect, for it is not always easy to understand the connection 
between the quotation and the point it is intended to illustrate 
or emphasise, and out-of-the-way authors are sometimes intro- 
duced to illustrate points which hardly appear to need illustra- 
tion. 

The six Lectures are entitled respectively : “The Economic 
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Man and a World at War,” “For the Duration of the War,” 
“Communications of a Maritime State,’’ “The Surprises of 
Peace,’’ “Saving and the Standard of Life,” and “Organisation 
Re-orientated.” They are all worth reading, but they contain 
little that calls for criticism owing to the very tentative manner 
in which Professor Scott has stated his opinions. The book 
is an attractive collection of essays by a scholarly writer on 
economic problems rather than a critical analysis of them. 
H. SANDERSON FURNISS 


Germany’s Economic Position and England’s Commercial and 
Industrial Policy after the War. By G. B. DIBBLEE. 
(London: Heinemann. Pp. 108. 1917.) 


Mr. G. B. DIBBLEE’s pamphlet is not unworthy of its swell- 
ing title. It is issued on behalf of the Central Committee of 
National Patriotic Associations and sketches in broad outline the 
probable economic struggle of the future. In tone it is studiously 
moderate, and the discussion of practical problems is not merely 
the vehicle for the propagation of a gospel, although it is perhaps 
not wrong to suspect a certain reluctance and regret in yielding to 
some visible currents of public feeling. Mr. Dibblee endeavours to 
approach the question of the future rather as a statesman than 
as an economist. He recognises that economics can only be one 
among a range of valuations, each of which will demand con- 
sideration. 

The first section of the book is devoted to a brief but clear 
exposition of the cadres. of Germany’s economic organisation. 
The forms in which the industrial and commercial effort of Ger- 
many has moulded itself illustrate the activity of the capacity 
for severely logical adaptation to a clean-cut purpose which Dr. 
Helfferich claims as a peculiarly German virtue. Its success, 
however, is determined by the character of the material with 
which it has to work. In many respects Germany is the Japan 
of the Western World. An industrialism of the most scientific 
sort has been grafted upon the stock of an age-old civilisation. 
New and active guidance has transformed the patient docility 
of the masses into a dynamic force of terrible power. Applied 
to the field of economic effcrt, this force has within the short 
space of forty years lifted Germany into a leading position among 
the Great Powers. Unfortunately for the world, this great 
economic creation became but one unit in the architectonic scheme 
of political dominion. “The political resurrection of Germany,” 
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wrote Dr. Helfferich in 1913, “and the restoration of our military 
power which have assured us peace and freedom, are the founda- 
tions for the development of our economic strength; and con- 
versely the growth of our economic strength maintains and 
confirms our position of military and political power.” Com- 
merce, industry, agriculture, and finance were made the hand- 
maidens of an aggressive policy. Mr. Dibblee raises the interest- 
ing speculation whether a cessation of military effort, forced upon 
Germany by military defeat, might not also destroy the driving 
force of her economic life. So vital indeed has been the intimacy 
between her military and her industrial growth that the destruc- 
tion of the one may cause the other also to perish, springing 
as they do from a single impulse. On the other hand, the 
methods of “peaceful penetration” pursued in Spain, Italy, and 
South America, of industrial monopolisation such as was exercised 
over the electrical trade of the world, will conceivably be pursued 
with whole-hearted disinterestedness; and we may be sure that 
Germany will have profited by the lessons of the war. 

The second portion of the book examines the measures of 
defence which must be taken against an adversary operating 
with the forces and along the lines described in the opening 
chapters. These fall into two classes, external and internal. 
External measures are defined as belonging to the sphere of 
public policy in relation to the Dominions and Allies; while 
internal measures aim at strengthening by private regulation the 
weaknesses revealed by the strain of war. Mr. Dibblee admits 
that the pressure of public opinion will demand the imposition 
of a tariff of some sort as the necessary corollary of a policy of 
Imperial Preference. It is interesting to note that several of 
Mr. Dibblee’s points find a place in the Interim Report of Lord 
Balfour of Burleigh’s Committee and the Report of the Dominions 
Royal Commission. The author does not attempt to minimise 
the practical difficulties of a tariff; indeed, he seems disposed 
to exaggerate them. He suggests that the tariff must be a “five- 
ply tariff”; preferential as regards the Dominions, favourable to 
Allies, general to neutrals, lightly penal to unfriendly neutrals, 
and penal against the Central Powers. Since the book was 
written, however, the reversal of the diplomatic situation has 
brought about a regrouping of the factors. The intervention on 
the Allied side of the United States, of China, and most of the 
South American States has rendered much more easy the solu- 
tion of the difficulties involved in the ‘“most-favoured nation 
clauses’’ of existing treaties. 
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Internal measures of defence tend mainly in the direction of 
greater political control of economic activities, and of remodelling 
of our industrial organisation. Now that the aims and methods 
of economic Germany are better understood, we venture to think 
that, however useful in thems2lves, such measures are merely 
defensive and do not contemplate a serious change in the strategy 
and tactics of Germany; and here, we think, is to be found a 
serious weakness in the policy advocated by Mr. Dibblee. The 
resolutions of the Paris Conference Mr. Dibblee regards as 
shadowy expression of goodwill and of hopes that something will 
be done. This view is, we think, unjust. The Paris resolutions, 
although drafted in very general terms, contain the germs of a 
very positive economic programme. The elaborate arguments of 
German publicists as to their unworkability are indicative of their 
real importance. The recent reversion to the policy, temporarily 
dropped, of creating a self-sufficient Mittel-Europa shows that the 
resolutions are big with implications disastrous to German pros- 
perity. Behind them lurks the paralysing fear that the present 
enemies of Germany can cut off entirely the supplies of raw 
materials on which her prosperity depends. Cotton, wool, 
rubber, the larger proportion of non-ferrous metals, from all these 
Germany can be isolated by a well-directed and coherent policy. 
The immensely extended zone of Entente influence renders much 
more practicable the economic isolation which the policy of 
Mittel-Europa shows that Germany considers possible. 

In his chapter upon Labour Unrest Mr. Dibblee goes back 
to certain elementary truths which are apt to become obscured 
in the dust and heat of political controversy. This is especially 
helpful in view of the growing tendency to logical insistency upon 
half-understood and half-false principles which reveals itself in 
politics to-day. 

On the whole, Mr. Dibblee is probably right in thinking that 
the day of economic freedom, as understood by the school of 
laissez-faire, is past for ever. Other measures of value have 
been forced upon every nation by this sudden thrusting back upon 
fundamental things. The economic and the political balance of 
the world will probably tend more and more in favour of those 
countries which control large resources of raw materials, especi- 
ally coal and metals. And the future policy of Great Britain 
will most probably be determined upon selective lines tending 
to ensure the security of such resources. 

S. W. Rawson 
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Economic Annals of the Nineteenth Century, 1821-1830. By 
WittiaM Smart. (London: Macmillan and Co. 1917. Lp. 
xxli+ 584. Price 21s. net.) 


THE first volume of this work, covering 1801 to 1820, was 
reviewed in THE Economic JouRNAL for March, 1911, and the 
hope was there expressed that the author’s fear that he might not 
be able to carry it much further would turn out to be unfounded. 
Death cut him short when he had completed ten more years, but 
the scale of the book was increasing in his hands, so that the 
decade 1821-30 occupied a whole volume, of which he had almost 
finished correcting the proofs. This volume presents the same 
general features as the first. The name “Economic Annals” is 
still rather a misnomer, as the work continues to be in the main 
not an account of yearly economic happenings, but a Parliamen- 
tary history of economic matters—a summary of Hansard, which 
tells us in a convenient and attractive form what economic facts 
and theories came under the notice of Parliament, and what 
statesmen and politicians thought, or at any rate said, about 
them. 

If Smart had been spared to write a preface to the volume 
he could not have failed to take the opportunity of comparing 
the period with which his two volumes deal with the present. 
From one point of view the contrast is extraordinary. Till 
recently we were accustomed to think of Great Britain and Ire- 
land as having made a prodigious effort in the struggle with 
revolutionary and Napoleonic France: after three years of the 
present war no one can read Smart’s account of his first fifteen 
years without deriving the impression that in comparison they 
were a period of halcyon calm, in which not only the gentlemen 
of England, but the working men, and the women, gentle and 
simple, “lived at home at ease.” Instead of our shortage of 
labour in every direction the complaint was of want of employ- 
ment. The explanation is, of course, to be found not only in 
the much smaller proportion of the population then engaged in 
the Army and Navy, but also, and much more largely, in the 
comparatively trivial proportion engaged in supplying munitions. 
The enormously greater intensity of our own effort may be roughly 
measured by the fact that we shall probably have spent in four 
years of war as large a proportion of our means as our ancestors 
did in twenty-one. 

In many other respects the two periods have a close resem- 


blance: human nature is not always the same, but it does not 
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change very much in a long-settled country in the course of a 
single century. In 1800 “The Committee on the High Price of 
Provisions issued report after report. Bread riots now began 
in many parts of England and Scotland; and, in response to 
petitions, the King convened Parliament in November—‘ out 
of a tender regard for the welfare of his subjects and a sense of 
the difficulties with which the poorer classes, particularly, had 
to struggle.’ In the debates on the Speech the high prices were 
ascribed variously to the bad seasons, to the war, to the incom- 
petency of the Ministers, to the heavy taxation, to the over-issue of 
bank paper. Outside of Parliament the blame was thrown very 
generally on the ‘middleman.’ The Earl of Warwick appealed 
to the Bishops ‘ whether there was any passage in Holy Writ 
which sanctioned the business of a corn factor.’ The ascription 
of high prices to the speculation of merchants, indeed, still had 
a strong hold, even among educated people. . . . The magis- 
trates in many places gave notice by public advertisement that 
all persons guilty of forestalling, regrating, or engrossing pro- 
visions were punishable by indictment, and would be proceeded 
against with the utmost severity. . . . Mr. Rusby was tried... 
for having purchased 90 qrs. of oats at 41s. per qr. and sold 30 
of them again in the same market on the same day at 44s.” How 
ineffably silly all this seemed to Smart and the readers of his 
first volume in 1910, and how eminently right and proper it 
looks to most of us in the autumn of 1917! 

The prevailing attitude of mind towards agriculture, too, 
is strictly parallel. In both periods the country is driven by the 
war to think of national self-sufficiency in regard to the food 
supply as an object of the highest importance, and drops easily 
into the policy of aiding agriculture at the expense of other 
interests, not only as a war measure, but permanently. 

While we look at Smart’s first fifteen years for parallels with 
our present condition, we may look at his last fifteen years for 
suggestions about the probable course of events after the con- 
clusion of coming peace. We can find little to support the san- 
guine view (perhaps less strongly held now than two years ago) 
that a peace boom is to follow the war boom. The effect of the 
disappearance of munitions industry is suggested by the fact 
that in 1817 “Brougham presented a petition signed by nearly 
the whole of the labouring population of Birmingham—11,000 
names signed in less than forty-eight hours—a statement, he 
said, in humble but impressive language of the degree of misery 
to which they were reduced. Many of the petitioners had not 
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had any kind of employment for several months, and few of 
them had had more than two or three days’ work at reduced 
wages.” Three years later another petition demanding an 
inquiry into the causes of the stagnation of trade came from the 
manufacturers and traders of Birmingham. Protected agri- 
culture was in a recurrent state of crisis throughout the whole 
period. : 

Nor does there seem much support for those who, again 
perhaps with less confidence than two years ago, imagine that 
the States of Europe, and our own in particular, will emerge from 
the war stronger and more popular as economic engines than 
when they went in. Just as after 1815 the major portion of the 
revenue of the United Kingdom will be collected for the benefit 
of the public creditors—the holders of obligations contracted 
during a period of great inflation. The tax-gatherer is never 
popular, but is most unpopular when he is collecting interest on 
debt, and the probability of a recurrence of “impatience of taxa- 
tion” is not rendered smaller by the fact that much of the 
increase of taxation in the decades immediately preceding the 
present war meant a taking from the rich for the benefit of the 
poor; after the war the contrast will be striking. In spite of 
large numbers of persons having subscribed to war loans, the 
overwhelming bulk of the aggregate will be held by the well-to-do 
and by institutions which the popular mind, often wrongly, 
regards as belonging to that class. Smart (evidently writing 
before the war) says, under 1830: “It should be remembered that 
the bulk of the taxes was then actually felt as a burden—a burden 
on the present and in times of peace. More than half the taxa- 
tion went to pay the interest on the Debt, and, roughly, a third 
was for Army and Navy services. If we take the modern Budget, 
and notice that, over a long succession of years, the burden of the 
debt has decreased both absolutely and relatively, while the 
expenditure on Civil Services (including education) has increased 
from £20,000,000 in 1896-7 to £52,000,000 in 1912-13, we may 
appreciate better the modern emphasis on taxation as a payment 
for very definite services rendered. If we add this to the point 
emphasised by Poulett Thomson, that the indirect taxation was 
not only a costly way of raising revenue, but was actually 
hindering the development of industry and the growth of wealth, 
we may understand the persistence into much later years of the 
statement that ‘ taxation is an evil ’—which seems to the modern 
economist very much the same, and to have as much truth in it, 
as saying that payment of one’s butcher’s bill is a ‘ burden.’” 
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After the war the economist will again be less complacent, and 
popular feeling will move with him. 
EDWIN CANNAN 


Essays in the Earlier History of American Corporations. By 
J. §. Davis. (Harvard University Press. In two volumes. 
Pp. 517 and 419. $5.) 


THE aim of the author (if one interprets it correctly) has been 
to trace the development of the corporation in America until it 
was firmly established—that is, up to 1800. Considering that 
the subject is treated synthetically, or, in other words, that 
municipal, public, and charitable corporations are considered, as 
well as those connected with finance and commerce, the number 
of enterprises of various kinds to be considered is very large, and 
the question of treatment after the material had been collected—a 
process which must have been most toilsome—presented consider- 
able difficulties. Probably there are upwards of 500 corporations 
of various kinds mentioned in almost 1,000 pages, and the ques- 
tion is how to present the results to the reader. No doubt, too, 
the legal aspect of the case, which is evidently very prominent 
in the mind of the writer, presented another complication, for, 
from this point of view, there are three well-marked periods— 
those of the Colonial era, of the Revolution, and of the United 
States. The method adopted is to divide the whole of the text 
into four main parts. The first treats of the corporations of the 
Colonial epoch and the last of those of the United States. Between 
are interpolated two parts, of which the first is concerned with 
the career of William Duer (who died in 1799). Duer was a 
typical entrepreneur of the period who was concerned in many 
of the ventures and promotions of the latter part of the eighteenth 
century. Thus the reader sees the rise of American companies 
connected with the activities of an interesting personality. The 
next part, numbered the third, has a similar object, in so far as 
it gives an intensive study of a typical promoting enterprise, The 
Society for Establishing Useful Manufactures, founded in 1791. 
This method prepares the reader for the detail which awaits him 
in the fourth part, already mentioned, though it has the dis- 
advantage of separating the accounts of companies up to the 
War of Independence from those that succeeded it by an interval 
of no less than 410 pages. 

The whole work is a most valuable contribution to the study 
of the development of capitalistic organisation. It shows, in its 
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successive stages, the type of enterprise for which capital was 
required, and it traces with admirable patience the reasons for 
success or failure. For the comparative study of the joint-stock 
system, as well as for the investigation of the growth of American 
finance and industry, these two volumes will be essential. 

The first part is concerned with the Colonial period. It 
begins with an essay on the legal basis of corporate powers, and 
proceeds to give accounts of corporations chartered in England, 
of public (i.e., non-commercial) corporations with Colonial char- 
ters, and private (i.e., commercial) corporations with Colonial 
charters. This triple division is advisable partly for geographical 
reasons. Mr. Davis lays emphasis upon the maxim that “only 
the King can create a corporation,’’ and hence those bodies which 
secured an English charter naturally stand in a rank by them- 
selves. But the delegation of the right to incorporate is under- 
stood to have been conferred upon the Colonial authority, and 
most of the Royal governors exercised it freely. Amongst 
Colonial companies connected with trade there were, in this period, 
the New London Society United for Trade and Commerce (1732), 
the Union or Long Wharf Company at New Haven, Conn. (1731), 
the Proprietors of Boston Pier (1772), the Philadelphia Con- 
tributorship for Insuring Houses (1768), and two water supply 
companies chartered at Rhode Island in 1772 and 1773, known as 
Field’s and Rawson’s Fountains. There were also mining com- 
panies, one as early as 1642. A copper company at Simsbury 
(Kast Granby, Conn.) was chartered by the colony in 1709 and 
was carried on for sixty years. There was an interesting point 
about the first of these bodies (the New London Society). The 
founders appealed to the Assembly at New Haven for a charter, 
but it would appear that there was some hesitation in incor- 
porating a body for trade, and that authorised was formed on the 
model of an ecclesiastical corporation and its directors were 
called a moderator, a clerk, and a treasurer—it only remained to 
term its by-laws “the book of discipline!” It seems to me that, 
as regards business bodies, Mr. Davis gives too much weight to 
the need for a charter. Before the Bubble Act, companies acted 
as such in every way (such as issuing a species of prospectus, 
making a public issue of capital, their shares were sold on the 
Exchange in London, even quoted in the Press), all without 
a charter. It is possible, too, that further research may discover 
additional unincorporated companies, either established in 
America or operating there. For instance, in view of the large 
number of associations promoted by the Virginia Company in 
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London, it may well have happened there were others constituted 
in the colony,. though, if that were so, it is only a chance that 
any particulars will have survived. In 1694 there is record of a 
company known as the “Mines Royal of Cumberland and Caro- 
lina,” the shares of which were occasionally dealt in, though 
whether it ever carried on operations across the Atlantic ‘is 
uncertain. ~ 

The Colonial period was not an important one in the forma- 
tion of companies in America. Altogether Mr. Davis notes no 
more than seven up to 1773. It is interesting to observe that 
one—the Philadelphia Insurance Company (1768)—is still in 
existence. From 1781 there was a great change. Between that 
year and 1800 no less than 328 “business corporations” secured 
charters. These fall into several well-defined groups. The most 
important were the banks. In the ten years 1781-1790 ten were 
established, amongst which were those of North America, of 
New York, of Massachusetts, and of Maryland. Next came 
facilities for transport, such as canal companies (the Susquehanna, 
1783), bridge companies (the Charles River Bridge, Boston, 1785), 
and turnpike roads (the Philadelphia and Lancaster Road, 1789). 
There remains a miscellaneous group comprising insurance, water 
supply, and manufacturing companies. Mr. Davis says of these 
that the first was most important, the second most numerous, 
and the third most interesting. It is curious that the majority 
of the water companies were established in small towns (t.e., with 
populations from 1,000 to 2,000), while many of the large towns 
had none, or at least no chartered companies. Amongst manu- 
facturing companies the most ambitious was the Society for 
Promoting Useful Manufactures, which received its charter in 
1785, and to which Mr. Davis devotes one of the four parts of 
his book. The project was exceedingly ambitious, being no less 
than the design to found a new manufacturing town, which was 
established at Paterson, New Jersey. The company had ample 
water-power, and it erected a cotton and printing mill. The 
difficulties in constructing the water courses and in manufacturing 
are described graphically, but the company’s business career was 
not successful, and it abandoned it. The land and water rights 
were retained, and the corporation still continues to receive the 
rents of its property. It is generally known as the 8.U.M., and 
some wag has remarked that, in view of its present position, the 
name might well be changed from $.U.M. to F.U.I.T. Amongst 
other companies started to found manufacturing industries tex- 
tiles were most prominent. Thus there were the Connecticut 
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Silk Manufactures (incorporated in 1789), the Beverley Cotton 
Manufacture (1789), the New York Manufacturing Society (1789), 
and the Newbury-Port Woollen Manufactory (1794). In other 
kinds of enterprises are glass, iron, coal, and land companies. 
Most prominent in the last class were Duer’s projects of the Ohio 
and Scioto companies. 

By the end of the eighteenth century the banking companies 
had been most successful. Out of twenty-nine, all but two had 
begun business. None had failed, and most were paying divi- 
dends. At the other extreme were the manufacturing companies. 
Not one of these is known to have paid dividends, and most had 
suspended operations. Some of the canal companies had met with 
a measure of success, though to a less degree than the promoters 
had anticipated. The bridge companies are described as having 
been reasonably successful, while the shares of the Charles River, 
the Passaic and Hackensach Bridges were in high repute. The 
companies for turnpike roads had not yet had time to reach deci- 
sive results, though several had laid the foundations of future 
prosperity. Insurance companies had a somewhat chequered 
career, but some were succeeding. Out of the whole number of 
eighteenth-century companies twenty-five are still in existence, 
and -Mr. Davis notes that he has discovered no case in which the 
creditors (apart from shareholders) sustained losses. This state- 
ment is to be interpreted, however, in connection with the practice 
of assessing the shareholders, which seems to have existed, and to 
that extent the author’s statement that limited liability was fully 
recognised in the United States as early as the eighteenth century 
may require some qualification. 

In addition to its other merits, the book is a valuable com- 
panion picture to the modern “corporation movement” in the 
United States. It describes the days of very small beginnings. 
Instead of billion dollar trusts, we find manufacturing companies 
with capitals of less than $50,000, many indeed raised under 
$10,000. The largest amount actually paid in, which is recorded, 
was in the case of the Insurance Company of North America 
which had secured $600,000 by 1792, while the Providence Bank 
had raised $529,600. 

Space forbids the discussion of some of the minor and most 
interesting points of which the following may be taken as illustra- 
tive samples: the difficulty in organisation and in procuring 
reliable technical advice; the various arrangements made with 
road companies to conserve the interests of those who used them 
(such as limitation or regulation of tolls, the cession of the road 
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with or without compensation to the State after a fixed term of 
years, or again, the fixing of a maximum dividend with a proviso 
that surplus profits should be used to retire the stock at par) ; the 
reasons for the unequal division of charters between different 
States ; the early stock market; the idiosyncracies of the share- 
holders (including a great objection to the payment of instalments 
on shares when due) and many more. The whole work contains 
much valuable information which will be essential to all who make 
a serious study of the commerce and industry of the United 
States. W. R. Scott 


The Beginnings of English Overseas Enterprise ; A Prelude to the 
Empire. By Sir C. P. Lucas, K.C.B., K.C.M.G, (Claren- 
don Press. 6s. 6d. net. ) 


Sir Charles Lucas’ book owes its origin to his conviction that 
there is something characteristically English about the method of 
trade by chartered companies; or, as Bacon put it (in a sentence 
to which the author constantly recurs), ‘‘ I do confess I did ever 
think that trading in companies is most agreeable to the English 
nature, which wanteth that same general vein of a Republic which 
runneth in the Dutch and serveth them instead of a company.” 
He therefore gives an account of the three great companies which 
first appeared to promote and to regulate English foreign trade, 
insisting throughout that these began to develop “the special 
means, whether good or evil, which the English, above all nations, 
devised and perfected, on their own peculiar English lines, for 
making an Empire.”’ 

At first sight it may not seem clear why the author has selected 
these particular companies. Indeed, some critics have already 
objected against him that later companies are in a far more essen- 
tial sense the prelude to Empire. The very fact that we are an 
island people made it inevitable that we should be at once com- 
fortable on the sea and uncomfortable on the continent of Europe. 
From the days of Normandy to the days of Hanover, continental 
possessions were a mere excrescence upon the nation, never bone 
of its bone. But the sea which lay between England and Europe 
was a road as well as a barrier, and it led to a new kind of Empire, 
not the Continental Empire of Norman and Angevin kings, but the 
great overseas Empire of modern times. This Empire was built 
up by the work of the trading companies, above all, by the 
Hudson’s Bay Company, whose shadowy figure stands behind the 
Dominion of Canada and by the East India Company, which 
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created the Indian Empire in all but name. These com- 
panies really were the forerunners of the Empire, for in 
early days, when the central government was far too 
weak to protect pioneers in distant or uncivilised lands, 
it fell to those pioneers themselves to organise companies, 
build forts, appoint consuls, regulate and tax themselves 
for their own protection. Out of such companies something 
so like territorial sovereignty grew, that there was hardly any real 
change when the government assumed responsibility in their stead 
and levied taxes to pay for the protection which the companies had 
given. The flag followed trade. As Mr. Hewins has pointed out 
in his book on English Trade and Finance, such companies had 
always stood, roughly speaking, in the relation of the state to 
their merchants in foreign lands, and in the relation of a colonial 
government to the home parliament. But the East India, Hud- 
son’s Bay, and Levant Companies were all dealing with unde- 
veloped and distant lands. How then can we connect the Empire 
founded by their activities with Sir Charles Lucas’ three com- 
panies, which dealt only with the developed countries of Europe, 
where, in the nature of the case, no rights of territorial sovereignty 
could follow trade? 

The value and originality of Sir Charles Lucas’ book lies in 
the fact that he has brought out the direct relation between the 
Staplers, Adventurers and Eastland Company and those later 
companies which built up the British Empire during the seven- 
teenth and eighteenth centuries. His title is, indeed, exact and 
carefully chosen. The early companies are a prelude to the 
Empire; they point the way for all later developments. When 
the Adventurers call themselves ‘‘ the English nation beyond the 
sea,’’ they are laying the foundation-stone upon which also the 
East India Company built. When (in the author’s words) ‘* the 
original grant of Henry IV. . . . was a grant for the~-better 
government of English merchants remaining and sojourning in the 
Netherlands, Brabant, and Flanders, to ensure order and justice 
among them, to remedy and prevent abuses,’’ that grant fore- 
shadows later charters given to companies which had not only to 
govern their members, but to protect them from the dangers en- 
countered in opening up new and undeveloped markets and to 
negotiate with half-civilised and uncivilised governments. The 
merchant adventurers played a part of first-rate importance in the 
prelude to Empire, because they invented machinery, they began 
the English custom by which private citizens banding themselves 
together did the work of the state, they were the pioneers of the 
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chartered companies which later constructed the Empire. What- 
ever view may be held of the Empire, and of the righteousness or 
unrighteousness of the steps by which it was acquired, it was the 
chartered companies who made it and the Merchant Adventurers 
who showed them the way. 

Apart from the interest which this book has in the light of its 
central thesis, it is also valuable because it gives just such a 
compact account of the history of the early trading companies, as 
has long been needed to supplement the account given in Arch- 
deacon Cunningham’s great work and in the other text books. 
The teacher of Economic History will find the book useful, es- 
pecially as the author has been careful to give precise indications 
of the sources which he has used. 

E. E. Power. 


Early Revenue History of Bengal and the Fifth Report. By 
F. D. Ascout, I.C.S. (Clarendon Press. 1917. Pp. 272. 
Price 4s. 6d.) 


Mr. Ascoui’s book reproduces in a convenient form the Fifth 
Report on the Affairs of the East India Company, drawn up for 
the information of the House of Commons in 1912. The report 
is @ mine of information as to the early British administration 
of Northern India apart from the Punjab, whose conquest was 
deferred to a later date. The author has added useful notes and 
written a lengthy introduction. The whole furnishes very profit- 
able, if somewhat dry, food for Indian officials. The Englishman 
at home in quest of information as regards the 21 years preceding 
the arrival of Lord Cornwallis will find all he needs in the 
Annals of Rural Bengal by the late Sir William Hunter, who 
had the rare gift of clothing bare official bones with flesh and 
blood. 

The directors and the officials of a dividend-paying company 
entrusted with rule over alien populations must have felt some 
of the embarrassments which beset all attempts to serve God 
and Mammon. ‘The company’s duties to the people were 
obscured by the fact that it was only Diwdn, and as such respon- 
sible for the collection of the revenue and the dispensing of civil 
justice. The dispatches that passed between Calcutta and Leaden- 
hall Street teemed with‘good intentions, but the failure to trans- 
late these into effective measures for the well-being of our 
subjects was patent. In the 21 years which elapsed between 
the cession of the “ Diwdni” by the shadow Emperor at Delhi 
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native agency had been tried and found wanting, and our subse- 
quent essays in direct administration had met with little success. 
The police failed to protect honest men from the gangs of robbers 
and murderers that infested the country. If civil justice was 
dispensed with much less corruption than under native rule, the 
litigant had often little reason to congratulate himself on the 
change. A suitor may be ruined quite as effectively by intermin- 
able delays as by the necessity of paying for a decision. The 
native machinery for assessing the land revenue was scrapped, 
and nothing effective was put in its place. 

In 1786 Lord Cornwallis was sent to India armed with autho- 
rity to reform the civil, criminal, and revenue administration. 
He had the help of a very able, honest, and experienced Bengal 
official, John Shore. Indeed, the foundation of all reform, the 
division of the province into manageable districts, each in charge 
of an English collector, had been laid by Shore before the 
arrival of his chief. Cornwallis’ title to honour is the setting 
up of that framework of civil and criminal administration, which 
in its main features has survived, and has proved a potent instru- 
ment for the welfare of the Indian peoples. But he also left 
to India the damnosa hereditas of the permanent land revenue 
settlement of Bengal. <A large part of Mr. Ascoli’s book deals 
with that unfortunate measure and its immediate effects. Corn- 
wallis carried out the orders of his masters at home, and shut 
his ears to the warnings of Shore, who based his objections on 
the notorious fact that the Government lacked the information 
on which any permanent settlement could safely be based. He 
also pointed out that, if we made one prematurely, we should 
find it exceedingly difficult to correct abuses in the zaminddrs’ 
estates and to protect the actual cultivators of the soil. Two 
generations were to pass before Government tackled, but 
failed to solve, the question, and 124 years after the settlement 
was effected Mr. Ascoli has to write that “the position of the 
cultivator has remained to this day one of the most difficult and 
insoluble of administrative problems.” 

In new territories the more important branch of a land revenue 
settlement is the framing of the record of rights in the soil. 
When settlements are made for limited periods excessive or un- 
equal assessments can be corrected, but rights once recorded can- 
not be taken away. In Bengal no attempt had been made to 
register the actual nature of the zaminddr’s tenure or the rights 
of the tenants in their estates. In fact, a famous controversy 
had been carried on between Shore and another distinguished 
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servant of the company over the question whether the ownership 
of the soil belonged to the State or to the zaminddrs. 

If the information as to titles in land was insufficient for 
any permanent settlement, the materials for making a fair assess- 
ment were equally inadequate. In India such an assessment 
must be based on the State’s immemorial claim to a share of 
the produce of the soil. But when the permanent settlement 
was made the rulers of Bengal had not the vaguest idea what 
the area under cultivation was. It was known that the great 
famine of 1769-70 had swept away millions of the population. 
It was usually stated that one-third of the people died, and that 
one-third of the cultivated land relapsed into jungle. It was 
obvious to Shore, and should have been obvious to Cornwallis. 
that it was impossible to fix a fair assessment for the province 
as a whole, or, what was equally important, to make a fair dis- 
tribution of the government demand over estates. But common- 
sense had to surrender to a quite unfounded idea that fixity of 
demand would sooner or later produce a race of improving 
landlords. Mr. Ascoli has shown that the zaminddrs disliked 
the permanent assessment, and that the Sale Law, through which 
its payment was enforced, proved their ruin. The old native 
plan of compelling payment by imprisonment had been continued, 
stripped no doubt of some of its worst features, by the early 
British administrators of Bengal. It disgraced and degraded 
individuals, but Cornwallis’ and Shore’s Sale Law destroyed 
families. 

It is a pity that Mr. Ascoli has not added a chapter dealing 
with the lasting results of the Bengal settlement. It has proved 
unjust for the rest of India by depriving the State of its right to 
readjust the demand in its most fertile province in accordance 
with changes in the cultivated area and the value of the produce. 
It is inconceivable that any government would have fixed its 
land revenue in perpetuity at so many crores of rupees, if it had 
foreseen that changes in the value of silver would reduce its actual 
receipts by 40 per cent., or that the same cause combined with 
the development of export trade would greatly enhance the money 
value of the chief products of the soil. To Bengal itself the per- 
manent settlement has not been a boon. In other provinces it 
has been necessary to build up an efficient revenue staff, to make 
a capable district officer in some degree regard himself as the 
land steward of a great estate, and to give to the Government 
itself the strongest motives to protect and develope the resources 
of the agricultural population. Bengal suffered long, and is still 
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suffering from the lack of these things. It is this apparently to 
which Mr. Ascoli refers when he writes that “the limitation of 
experience, which Shore so lamented in 1789, remained as per- 
manent as the settlement.” Seventy-five years after it was pro- 
claimed, Sir William Hunter wrote of Bengal: “The rights of 
the governed are still unascertained. We are conscientiously 
striving to rule according to native usages and tenures, but no 
one can pronounce with certainty as to what these usages and 


tenures are.” 
J. M. Dovulig 











NOTES AND MEMORANDA 





VILLAGE ECONOMIC SURVEYS 


Mapvura District, SoutH Inp1a! 


Ir has been my privilege recently to conduct economic surveys 
of three typical villages within our District. These studies have 
been made along the lines and with the help of Dr. Gilbert Slater’s 
valuable questionnaire on a scheme for a survey of a Ryotwari 
village, the Department of Indian Economics, University of 
Madras. My first task was to choose villages for investigation 
which might truly be regarded as typical of South Indian condi- 
tions. Some of the marks of typical villages that I wished to 
study are: dry cultivation, wet cultivation, a village of one 
industry, a village of more than one industry, the interrelation of 
castes and strata of society, a prosperous large village, a small 
struggling village, a little village living in its own self-sufficiency 
far removed from a great centre of trade and industry, and, on 
the other hand, a village within the shadow of and feeling the 
influences both good and bad of a great and growing city, living 
conditions and family budgets of a number of people representing 
different classes of the community—all of these and other con- 
siderations have combined to make a most interesting and, I trust, 
profitable study both to the villages surveyed and myself. The 
villagers everywhere and village officials were most willing to give 
information and help in every possible way, and the opportunities 
that one had of giving advice and urging reforms were many. 

In this report I shall give only a bare outline of our investiga- 
tions of three typical villages. They are Palamganatham, Sathan- 
gudi, and Solavandan. 


‘ i. 


In Palamganatham we have a small village of 3,274 people. 
The Hindus number 3,055, Mohammadans 79, and other castes 


1 A lecture delivered before the Madura Economic Association. 
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140. It is typical of one important influence that I wished to 
study, namely, the influence of a large growing city over a small 
adjoining village—for Palamganatham is only two and a half miles 
from the centre of Madura, and one can easily prophesy that 
in the course of time the city will absorb the village. The village 
is off the main road, With no forest or mountain or river near it. 
There are 170 acres of dry cultivation, and 2,151 acres of wet 
cultivation. There is one crop a year—paddy, irrigated from a 
large tank one mile distant, which is partly fed from the Vaigai 
River by means of a channel. Well-water is used for domestic 
purposes. The old wooden plough is still used. Most of the 
land is cultivated by tenants, who do coolie work in the gravel- 
pits for the city council, and also increase their revenue in the 
slack season of the year by carting with bandy and bulls at the 
rate of As.(Annas)12 per day. 

The practice of fertilising the soil has been allowed to lapse. 
Green manure was used years ago, obtained from distant jungles, 
but the cost has so much increased that green manure is now very 
little used. City rubbish, night soil, and cattle dung were ob- 
tained from Madura and used formerly, but since the inaugura- 
tion of the Periyar system to the north of Madura the demand 
for and price of the city manures have increased far beyond the 
ability of this small village. In ten years the price has risen 
from As.2 to As.10 per cartload for city rubbish, and from As.4 to 
Rs.(Rupees)2 for night soil, and prices are still rising. Three- 
quarters of the cattle dung of the village is made into cakes and 
used as fuel. Thus it will be seen that the fertilising of the soil 
is being sadly neglected. 

Although within touch of a large city, this village is not bene- 
fiting by its opportunities. Capital is greatly needed, and yet the 
village does not benefit by the Government Loans Act and the 
Agricultural Department. It has no interest in bettering its breed 
of stock. It could develop a splendid egg and dairy business with 
a market like Madura two miles away, but it has never thought 
of that. It does not seek the help of. the Veterinary Depart- 
ment for its sick cattle. Absolutely no progress has been 
made in the last twenty years. The villagers assured me that 
while they are conservative and lack enterprise, yet they are not 
opposed to change and progress. They are afraid to experiment ; 
when a thing is demonstrated they are willing to accept it. 

The production of rice in a year is 20,000 kalams. The village 
revenue amounts to about Rs.100,000; two-thirds of the produce 
is consumed locally, one-third is sold. Though so near to the 
No. 108.—vou. XXVII. 00 

















550 THE ECONOMIC JOURNAL [DEC. 


market the villagers sell their paddy to traders, who in turn supply 
the consumers. The village has no idea of co-operation, the vil- 
lagers are too distrustful of one another, and when urged to 
co-operate and thus do their own buying and selling and save to 
themselves the profits of the middleman, they said, “Yes, that 
does seem good; we will talk about it and see what can be done.” 

The health of the village is generaily fairly good, but there 
needs to be much education and care in sanitary matters. In- 
debtedness is rampant in the village; about 90 per cent. of the 
villagers are in debt. The causes assigned were: income from 
lands not sufficient, resettlement has still further burdened them, 
the high rates of interest taken by the moneylenders, and the 
general rise in prices and higher cost of living. Take the case 
of the poorer ryot, who because of his circumstances must sell 
his paddy on the threshing-floor at eight measures of rice the 
rupee, and later in the year has to buy back again for family 
consumption when the price is higher at six measures the rupee, 
a difference of two measures, or 25 per cent. interest in perhaps 
six months. The rates of interest obtaining in the village are: 
for large sums over long periods 10 to 12 per cent. per annum; 
small loans for short periods 18 per cent. ; while for loans of produce 
and repayment in kind the rate of interest may be anywhere from 
25 to 50 or 60 per cent. When I urged a Co-operative Credit 
Society I was told that a Society had been organised in 1913; 
about a year ago it lapsed; the causes of the failure were: lack 
of proper organisation, repayments not made at the proper time, 
some cases were taken to Court, and the general loss of confidence 
in the Society. 

In education the village has three schools, taking pupils up 
to the Third Standard. The children go to school for about four 
years. Quite a large number of young people from this village 
have proceeded to more advanced schools elsewhere; a number 
have done well in business and professional careers. There is a 
great desire and need for a village reading-room. 

In administration the village is very backward; there is no 
Panchayat, nor organisation. The village has a number of urgent 
needs, as more wells, repair of its main road, reading-room, 
sanitation, and I am sure that, backed by village co-operation 
and organisation, it would not be long before these needs were 
met. But the village is going down. The influence of a great 
city so near is bad, fot people move to the city, property and 
lands are being bought up by city men, and the village itself has 
no faith in its own future. 




















I wish to add a few facts gathered from three men repre- 
senting three distinct classes of the community. It gives some 
insight into the economic conditions and life of representative 
families of the village. 

(1) Anantanarayanier, Landowner: His land is tilled by 
cultivators, who get half the produce and three-fourths of the 
straw for their labour. 
His family consists of himself, wife, and 
four children. They have one cow. Income totals Rs.300 a year, 
obtained from the produce of his land, and supplemented by 
manual labour for wages during the slack season of the year. 

Expenditure.—The income is just sufficient to maintain the 
family in the necessaries of life. There are no savings at all. If 
a death occurs in the family or a marriage the man must borrow 
money, and it may take five years or more to pay off the debt. 

(2) Muthiah Kone, of the shepherd class, Tenant : Cultivates 
four acres. His family consists of seven persons : himself, father 
and wife, his brother and wife and daughter, and his sister. He 
owns a house and has four buffaloes. He and his brother work 


in a rented house. 


as coolies at times. 


Income.—Rs.200 a year. 

Expenditure.—Food and clothing consume most of this 
amount. He is, however, able to save sometimes Rs.2 in a month, 
but that goes to pay off his debts. He has a debt of Rs.300 and 
is paying on it 12 per cent. interest. 

(3) Thuthan, Panchama: He has three members in his 
family. Owns a small thatched house. He works as an ordinary 
coolie. He earns Rs.60 worth of paddy as a cultivating labourer 
and Rs.90 as an ordinary labourer in the non-cultivating season. 
Total Rs.150. He is just able to maintain himself and family. 
He has a debt of Rs.150. He hopes to 
pay off that debt gradually in favourable years when the income 
from cultivation labour is large. 

He pays no rent in money, but has to work occasionally for 
his creditor. The amount of work, if calculated on the ordinary 
coolie rate, would exceed the ordinary rate of interest. 


No savings whatever. 


Sathangudi is an interesting little village, fifteen miles from 
Madura, away from the railway, not even on a main road. It is 
living its own little life in quietness and almost alone. It is 
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twenty miles from the hills, no forest near; it has a small stream, 
which, however, is dry for most of the year. It is flat country 
and mostly dry cultivation. 

There are 700 homesteads and a population of 3,500. The 
village has fifteen castes, no Brahmins. It has a large kallar 
(robber) community. Its chief occupations are agriculture and 
weaving. It has 2,270 acres of village lands, of which 270 acres 
are wet lands and 2,000 acres dry lands. It irrigates about 100 
acres from forty human power (peccottah) wells. The rest of 
the land depends upon tank water, but when the rains are poor 
the village suffers badly. The village produces paddy, cotton, 
ground nuts, dohl, maize, ragi, tobacco, and vegetables. 

The old wooden plough is still used. About 1,000 of the popu- 
lation work as coolies; the others combine agriculture with 
weaving and trading. A plough, two bulls, and a man may hire 
for As.8 to As.12 per day. A cart and bulls hire for Re.1l a 
day. Some of the wages of the village are: carpenter As.8 per 
day ; iron workers As.8; goldsmith Re.1; barber is generally paid 
in food at the rate of twelve measures of paddy plus food occasion- 
ally for his year’s work ; dhoby Re.1 only for a whole year’s work 
for one family. 

Manuring is quite extensively practised. Cattle dung and 
village refuse, twenty carts per acre, are used for wet lands, and 
also green leaves from the distant hills. Mud from the tank bed 
and sheep manure are employed for dry lands. Cattle urine is 
not used anywhere in the villages visited. The villagers do not 
make use of any of the Government Departments, such as Agri- 
cultural, Veterinary, Loans Act. They are not adverse to change 
and progress, but they are afraid to experiment, and want 
demonstration. They are anxious to improve their quality of 
cotton, have introduced American cotton-seed, which is proving 
a success. In the breed of stock they are not careful, for, as one 
man said: “We do not know.” 

The weaving industry is in a bad way, due largely to war 
conditions. Formerly there were eighty looms at work, now only 
forty. The primitive hand loom is still used, though some have 
the latest improved shuttle worked with a string. The industry is 
decaying. Five years ago some families were able to make Rs.15 
and more a month, but now, owing to the poor demand, the same 
families can make only Rs.8. 

The village sells cotton, ground nuts, tobaeco, and paddy. 
The total revenue from these sales amounts to two lakhs of rupees 
in a year. The producer sells to local traders. The whole busi- 
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ness is done on the individual basis. There is much competition 
and quarrels ensue. There is no co-operation. Some poor ryots 
are forced to sell at a low price at the harvest time, and have later 
to buy at a higher price for family consumption. He pays a 
difference of about As.3 in the rupee, or 20 per cent. interest. 

The economic condition of the village is fair in normal years. 
About 10 per cent. of the people are able to save something in 
the year. Savings are invested in land, jewellery, and loans at 
high interest. There are very few people who are not in debt, 
caused largely through lack of rains and consequent bad harvest. 
The last five years they have experienced poor crops. The 
Y.M.C.A. tried to establish a Co-operative Credit Society, but 
the attempt failed through lack of co-operation and trust. The 
rates of interest in the village are; payment in money from‘15 
to 24 per cent. ; in kind up to 50 per cent. It is largely a matter 
of ignorance on the part of the poor villager that gives others 
the opportunity of fleecing him. He does not know the amount 
of interest that he is paying. A money-lender will loan a poor 
ryot Re.1 for six months at two measures paddy interest. Two 
measures paddy will make one measure of rice at four or five 
measures the rupee. This is about 25 per cent. interest for six 
months, or 50 per cent. a year. 

The sanitary condition and health of the village were only fair. 
Infantile mortality is very great; the figures obtained showed that 
one infant dies in every five born. The only medicine used is that 
prescribed by the native doctors. 

The village has three schools; two mission schools doing good 
work ; one Hindu school, where the work done is not so good. 
There are quite a large number in this village—100 I learned— 
who, though once able, have now forgotten how to read and 
write in the vernacular. The administration of this village is 
conducted by a Panchayat of the elders under the village ban- 
yan tree. There is much petty thieving, and at times a lot of 
troubles on account of the large kallar (robber caste) community. 

The economic condition of the village is much worse to-day 
than formerly, owing to the lack of rains and consequent bad 
harvests. The villagers could irrigate, but the cost is too great for 
them. Many of their people go to Madura to work at the cotton 
trade, spinning and weaving. Some go to Ceylon and never return. 
Those that do return have a good deal of money, and their in- 
fluence on the village is bad. During the last ten years the village 
as a whole has become more enlightened, but the standard of 
living has not been raised. 








554 THE ECONOMIC JOURNAL : [DEC. 


Family Budgets. 


(1) Periakaruppa Thevan. A well-to-do kallar (robber caste) : 
There are six in his family—himself, wife, and four chil- 
dren. He has nine acres of dry land, and grows ground nuts, 
cholum, and cotton. He cultivates his own lands. He has a 
mud house consisting of two rooms and courtyard. He has one 
pair of bulls, a cow, a buffalo, twenty sheep, and one acre of wet 
land on which he grows paddy for family use. When there is 
sufficient rain he is well off. Income amounts to Rs.400 in a 
good year. 

Expenses.—Food and clothing Rs.250, other items Rs.50; 
total Rs.300. A profit of Rs.100 in a good year. That money is 
used to pay off debts of bad years; or when they are all settled 
he invests his savings in lands or jewels. 

(2) Mathuranayagam, Weaver : There are seven in his family 
—husband, wife, and five children. He has a one-room mud 
house, in which the whole family lives and weaves. He owns 
one acre of wet land on which he grows paddy for the family, and 
one-quarter acre of dry land which he sows in cotton. He culti- 
vates his own land and does weaving when not working on the 
land. 

Income.—Rs.84 per year from weaving, Rs.74 from cultiva- 
tion. In a good year he will realise about Rs.150 or Rs.160. 

Expenditure.—Food Rs.85, all of which he grows himself 
in a good year. Clothing about Rs.40. Contribution to the 
church, for he is a Christian, Rs.10. Taxes Rs.9. Total about 
Rs.145. So that in a good year he may save Rs.10 or Rs.15; 
this he invests in lands, or did so in better times, but now with 
bad times in the weaving trade, and a large, growing family, he 
is not able to save anything, and is living from hand to mouth. 

(3) Pomman, Panchama: He has seven in his family—him- 
self, his father, wife, and four children. Owns a mud house of 
one room and a verandah for his large family. He has thirteen 
pigs. He works as a coolie building mud houses, transplanting 
paddy, digging graves for the dead. His work is very irregular, 
and, as for wages, he may average about Rs.3 per month. In 
actual money he-may not get more than Rs.35 or Rs.40 for a 
whole year. 

In harvest time he gets gifts of grain. The dead cattle go 
to him. He eats the flesh no matter of what disease the animal 
died. He sells the skins. At marriages and festivals he gets 
gifts of food. He lives a miserable, animal existence from hand to 
mouth, and has only one meal a day. He has a debt of Rs.10 with 
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nothing to pay it. There are a hundred such families in this 
little village. Their condition is deplorable, with no prospect 
of improvement. 


III. 


We turn now to a more promising village—Sholavandan. It 
is situated on the main railway line thirteen miles from Madura. 
It is the leading village of a large union. It has the advantage 
of the Periyar water scheme, which has made it a veritable 
garden. The Vaigai River is close by, hills are near, and the 
whole landscape gives the impression of peace and plenty. All 
castes are represented ; there are 722 homesteads, and a popula- 
tion of 4,385, including 600 panchamas. It is all practically wet 
land, consisting of 1,700 acres. Seven hundred acres are culti- 
vated by the landowners themselves, while 1,000 acres are tilled 
by tenants on the usual conditions. The Government land 
revenue amounts to Rs.14,000, averaging about Rs.9 per acre. 
Paddy is the principal crop, making mostly two crops a year; 
betel leaf, cocoanut, and plantain production is also followed. A 
water cess of Rs.4 per acre per year is charged. The old primi- 
tive wooden plough is still used. Ploughing charges are As.8 per 
day for a pair of bulls, carting charges are Re.1. Manures and 
green leaves are quite widely used, averaging twenty-five cart- 
loads per acre. Cattle dung is mostly used for fuel in the village. 
The total cost of cultivation per acre is Rs.40. The people of 
this village are ambitious for progress. They are experimenting 
with single seedling transplanting, best seed, and best stock. 

The sale of village produce amounts to Rs.50,000 in a year. 
Sales are conducted through agents. They say they must have 
these middlemen, they cannot do without them. There is indi- 
vidual trading, no idea of co-operation. The poor ryots here, as 
elsewhere, are fleeced to the extent of 20 per cent. interest by 
having to sell their produce at a low rate and buy back again 
later at a higher rate. There is little saving in the village—that 
is, it is so reported—but I doubt my evidence on this point. 
When savings are made they are invested in more lands. ‘There 
is much indebtedness ; on the average twenty loan documents are 
drawn up every day in the village. There is a Co-operative Credit 
Society just started, but it is too early yet to judge of its success 
or failure. Interest charged is: for a rich man 12 per cent. per 
annum, or a poor man 15 per cent.; in kind the interest runs 
from 20 to 25 per cent. The health of the village is good. 

In education the village has four schools, taking pupils up to 
the Fourth Standard. The average length of a pupil’s stay in 
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the schools is five years. They badly need a high school and 
village library. The village has sent away for more advanced 
education a number of its young people; several have done well, 
and some have returned to live and work in their own village. 
The administration is conducted by the Union, which controls 
lighting, sanitation, roads, and so forth. The village is prosperous 
and law abiding. 

The economic condition of the village is reported to be worse 
to-day than it was twenty years ago. The causes assigned are : 
that the cost of the Periyar irrigation is greater than the benefits 
received ; that income has not increased in proportion to the rise 
in prices; the higher standard of living; the extravagance of 
Madura; and the demand for modern Slee Because of these 
things the village is not so prosperous to-day as it was twenty- 
five years ago. Suggestions of remedy offered were: that all the 
coffee clubs should be closed, that the influence of the money- 
lenders is bad, and that an effort should be made to enlighten the 
people by providing more and better educational facilities. 


Family Budgets. 

(1) Vellacham Ambalam, Landowner: Cultivates his own 
lands. He has eighteen acres. Owns a house and cattle-shed. 
He has two wives and two children and one servant. He has 
ten bulls, one cow, four buffaloes, four ploughs. 

Income.—One hundred and forty kalams of paddy, realising 
about Rs.770 a year. 


Expenditure. 

’ Rs. A. P. 

Paddy grown ... ees . wae oOo @ 
Food ; other food bought ak . oe ee 
C lothing . , bie es 50 0 O 
Taxes... he wis vo a SF 6 #8 
Servant ... nee ves eds ni 50 0 O 
Other expenses ... ec iat — ae 2 4 
Total ca kno ne . ae =e 


So that he is able to save about Rs.100 a year; this is invested 
in more lands. 

(2) Perumal Kone, Cultivator : Owns no land. Does not own 
a house. There are eight in the family—father, mother, brothers, 
and wife. He owns six bulls, two buffaloes, and one country 


cart. 
He cultivates fifteen acres, nine acres of which yield two crops 


in the year, and six acres one crop, all paddy. He gets for his 
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labour one-third of the paddy and all the straw. He also works 


for wages. 
Income.—The family consumes all his share of the paddy 
produced. 
They earn, in addition :— 
Rs. As Bs 
Carts and bulls... in oes oe 60 0 0 
Women earn ... se ee the 909 0 0 
Sale of straw ... es os dei 30 0 0 
Total... me de ... Rs.180 0 0 
Expenditure. 
Food... ere ree ee re 120 0 O 
Clothing es oe tei i 50 0 O 
Total... is ae, Rs.170 0 0 


So that in a good year he may save Rs.10, but for most of the 
time it is a hand-to-mouth existence. 

(3) Dhasira Chetty, Bazaar Keeper: He trades in rice, oil, 
foodstuffs, and sundries. He pays rent for his bazaar. He has 
possession and the right of use of one acre and six cents of land, 
for which he has loaned Rs.550 on it. There are five members 
in the family—himself, grandmother, wife, and two children. 

Income.—From business Rs.540 per year, and produce from 
the land, which is all consumed by the family. 


Expenditure. 
Re. A. P. 
Food... we we ra oe 155 0 O 
Rent... ts het ay ee 54 0 0 
Clothing fi ws es i 60 0 O 
Shop assistance and business expenses 240 0 0 
Total... ne i ... Rs.509 0 0 


He may thus save about Rs.50 in a year, which is invested in 
buying land. This person is a keen business man. 


Conclusion. 

Just a few words in conclusion. These investigations have 
been conducted in the villages themselves with the help of the 
Village Munsiff and Karnam. Information has been willingly 
given, though I did discover in some a hesitancy, for fear that 
if I was in any way connected with the Government their in- 
formation might lead to an increase of taxation. The above 
data lead me to the following general conclusions :— 
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1. The old methods and implements of agricufture are still 
almost universally used. The average village ryot is quite con- 
tent to do as his father and grandfather did before him. In 
theory he is not opposed to change and progress. But he is 
afraid to experiment. If a new way is plainly demonstrated to 
him, and its advantages shown, he will accept it, but not other- 
wise. I therefore would urge the Agricultural Department to 
undertake a series of demonstrations in the chief centres of the 
district, and bring the results within the reach and study of the 
average ryot. I would suggest that the lines of demonstration 
should follow method, implements, seed, manure, rotation of 
crops, breeding of cattle. 

2. Co-operation between villagers in the matters of production 
and exchange of commodities, so as to save to themselves the 
middleman’s profit. The gospel of mutual trust for mutual 
benefit needs to be preached day and night in every village in 
South India. 

3. The money-lender and his exorbitant rates of interest are 
the veritable curse of the poorer ryot. The average ryot cannot 
continue his cultivating without capital, and the money-lender 
supplies that capital, but at a rate of interest which results in 
the ryot’s becoming an agricultural slave to the money-lender. 
Happily for the Indian ryot there is a remedy, and it is along 
the lines of Co-operative Credit Societies. The principle of 
co-operation is the only salvation for the Indian ryot, and I would 
urge a policy of enlightenment along these lines in every district 
in the Presidency. 

4, Indebtedness is a veritable curse in every village. People 
seem more or less callous to it. They do not seem to understand 
the enormous rates of interest that they are paying, which cripples 
their working capital and lessens their powers of production. 
Diminished production means less wealth and capital, and no 
country can become industrially and commercially great which 
has the great majority of its population continually in debt. 

5. The Panchama classes are in a deplorable condition, living 
in a state of abject misery and ignorance, far worse off than 
thousands of animals around them, and with no future, unless 
we are moved to bring to them liberty, education, and a chance 
in life. This survey has led me to see that what the average 
villager in South India needs is—education, ambition, and 


enterprise. 
A. J. SAUNDERS. 


American College, Madura, South India. 
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THE EMPLOYMENT OF Boys IN AGRICULTURE AND THE RURAL 
Exopvs. 


THE drift of labour from the country to the town, which has 
been such a remarkable feature of economic development in this 
country since the middle of the nineteenth century, must no 
doubt be explained chiefly by the introduction of agricultural 
machinery and the contraction of arable cultivation. But the 
dominating influence of these factors tends to obscure other 
causes which may have added to the volume of the movement ; 
and now that rural reconstruction has begun, it is important that 
all the conditions of the case should be examined and kept in 
view. It is the object of this note to suggest that the ranks of 
the exiles have been appreciably and unnecessarily increased by 
an economic factor which careful action by the new Wages Board 
may do much to remove. There is some reason for supposing 
that English farmers tend to employ an excessive proportion of 
boys on their farms, and that the effect of this use of boy labour 
has been to drive from agricultural employment a larger number 
of individuals than the restriction of agricultural operations need 
have excluded. In a word, it is suggested that agriculture has 
had for many the character of a “blind alley ’’ occupation—that 
the employment of boys in agriculture has largely exceeded what 
was necessary to replace the adult labour as this was depleted by 
superannuation and death. The effect of such a condition upon 
rural migration is obvious. If we assume that economic condi- 
tions require in each generation the transference of a certain 
amount of labour from the villages to the towns, the employment 
of an excessive proportion of boys in agriculture must make this 
transference take a peculiarly undesirable form. The actual 
number of individuals obliged to seek urban employment will be 
increased, for the transference of labour will be effected not by 
the migration of x persons for the whole of their working life, but 
by that of +y persons for the adult part of it. Instead of a 
certain number of boys leaving the villages at the termination 
of their school days, when they are still young and adaptable and 
able to learn a good trade, a larger number must go to the town 
at a later period, when they have lost much of the adaptability 

~ of youth and have already spent the impressionable years of boy- 
hood in acquiring skill for an occupation which will not main- 
tain them through life. 

The following table shows the proportion of boys engaged in 
agriculture as compared with other occupations and with the 
population in general. The figures are for England and Wales 
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and for the year 1911. The numbers aged 16 to 18 and 18 to 20 
are given as percentages of the men in each group who were 
between 25 and 45 years of age :— 


Males of 16-18 and 18-20 as Percentages of Males between 25 





and 45. 

: Aged 16-18. Aged 18-20. 
ACTIN oor cic. dp ete 2 alk oo a veto ecaons ea sesosicears 18-5 16-6 
PROAIEBYS | os cue cass. vessss50s3scneaders 6-6 8-9 
Carpenters and JOIne’rs..............scccsccsceoceees 7-7 8-2 
POMUOROEIAAGS | <5. cte sas scecs cess duseanseaconenss 12-0 12-3 
Total Population (occupied and unoccupied) 12-9 12-7 


The high percentages in agriculture and the large decline 
between the earlier and later age-group in this occupation are 
significant. The figures for agriculture are indeed more remark- 
able than appears at first sight and for the following reasons :— 

1. In agriculture men go on working till very late in life, and 
there is notoriously little chance of promotion for the farm 
labourer, so that the age-group 25-45 upon which these per- 
centages are calculated is probably less liable to diminution by 
death, superannuation, or promotion in agriculture than in other 
occupations. 

2. The proportion of boys would naturally tend to be high in 
an industry which was expanding. But between 1901 and 1911 
the numbers of farm labourers (excluding farmers, bailiffs, and 
foremen) only increased by 5°6 per cent., while the total number 
of occupied males increased by more than 12 per cent. 

3. The figures from which the percentages in the table are 
calculated include employers. But employers would belong to 
the later rather than the earlier age-groups; and in agriculture, 
where the unit of production is peculiarly small, the ratio between 
the number of employers and the number of employees must be 
peculiarly high. 

The next table gives comparative figures for 1901 and 1911, 
and shows that the contrast between agriculture and all occupa- 
tions taken together obtained at both dates :— 


Males between 15 and 20 years of age ads Percentages of Males 
between 25 and 45. 


1901. 1911. 
AgriCUlEUre b.055.0.c00050. 57-3 55-0 
All occupations............ 34-1 29-8 


The whole subject requires thorough investigation. <A 
comparison between different counties should yield interesting 
results, if the comparison were made with reference to differences 
in the standard wage, in the ratio between boys’ and men’s wages, 
in the alternative employments open to boys, and in the ratios 
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between boys’ wages and men’s wages in those alternative em- 
ployments. It would be illuminating to inquire how far the 
contrast between agriculture and other occupations in this 
respect obtains in other countries and what is the earliest period 
to which it can be traced in England. But for immediate prac- 
tical needs the important thing is that the Wages Board should 
realise that the evil of an excessive use of boy labour in agricul- 
ture can be checked by the simple device of fixing minimum rates 
for boys sufficiently high to prevent farmers from finding boy 
labour especially cheap. If the existing ratios between boys’ 
and men’s wages are perpetuated, the evil will continue. Indeed, 
it may be increased. The advance in adults’ wages will enable 
parents to keep boys at home on low wages, though but for that 
advance they might have been driven to seek the higher remunera- 
tion of urban employment. The improvement in the income of the 
adult farm labourer may act like a prize in a lottery and induce 
boys to remain on the land for a wage which otherwise would 
be insufficient to retain them. For every boy, and every boy’s 
parents, will expect that he will be one of the fortunate few to be 
kept on when he reaches manhood, and not one of those to be 
turned adrift. REGINALD LENNARD 


New TAXATION IN THE UNITED STATES. 


WITHIN a very short period after the entry of the United States 
into the war, measures were taken by the Administration for the 
introduction of new taxation on a very drastic scale. As the 
result of discussion and criticism in Congress, the proposals of the 
Administration have suffered the unusual fate of emerging with 
an increased, and not a diminished, anticipated yield of taxation. 
The measure was introduced into the House of Representatives 
on May 28rd last with an anticipated yield of $1,868,920,000 ; 
when it reached the Senate on September 10th the yield had 
risen to $2,416,670,000 ; and in the form in which it was finally 
passed into law on October 3rd the yield is estimated at 
$2,534,870 ,000. 

The following are the final official estimates of revenue ex- 
pected from the Bill during the first year of its operation :— 


Incomes, individual and corporate ... = oh $851,000,000 
Excess profits... _ Aaa ve ora ... 1,000,000,000 
Distilled spirits... sas oe oem =a ee 135,000,000 
Rectified spirits... oa Pe os oe ee 5,000,000 
Fermented liquors aids oh re sie nee 46,000,000 
Wines, liquors, &c. sa ie ee re — 7,000,000 
Syrups, soft drinks, &c.... ae ive ve as 13,000,000 


Cigars 10,000,000 
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Cigarettes Ho xP ae nee aS =e 21,500,000 
Tobacco oe ve a See oe ate ae 80,000,000 
Snuff eee a ses Se rs in % 1,800,000 
Cigarette ‘papers ... ne ae eam st ae 100,000 
Freight transportation ... ee a of ok 77,500,000 
Express packages SR ewe a. ¥ Ms 10,800,000 
Passenger transportation me st ee fe 60,000,000 
Pipe lines transportation ies ae ey oe 4,500,000 
Seats and berths ts as in te 4,500,000 
Telegraph and telephone messages site Se ate 7,000,000 
Insurance ... ‘ ‘se ate Jou 5,000,000 
Automobiles and motor- cycles ae 40,000,000 
Musical instruments, phonogrephe, records, ‘Ge. a 3,000,000 
Motion picture films... = re 8,000,000 ° 
Jewellery ... ca A Mas ae as a 4,500,000 
Sporting goods... ee qa Mite mee ar 1,200,000 
Pleasure boats... a eae ae see ashe 500,000 
Proprietary medicines... ‘ea i: ae sa 3,400,000 
Perfumery and cosmetics ue Ne the i= 1,900,000 
Chewing gum ... i es st ae = 400,000 
Cameras ‘ie as ad ese er 750,000 
Amusement admissions ee aoe sc an as 50,000,000 
Club dues 1,500,000 
Stamp taxes, including playing e cards and parcels post 29,000,000 
Inheritance taxes ‘ A ee aay : 5,000,000 
Virgin Islands products Pe 3 ve S. 20,000 
First-class mail matter see ais eas seh 70,000,000 
Second-class mail matter ate a aa os 6,000,000 
Munitions manufacturers’ tax... wa Ste Ne 25,000,000 
Total. .:. he oie ... $2,534,870,000 


It will be observed that income tax and excess profits tax are 
the backbone of the new measure. Income tax is a comparatively 
new instrument in the United States, and the increased yield is 
effected both by raising the rates and by spreading the net more 
widely. The exemption limit is now lowered from $3,000 to 
$1,000 for single persons, and from $4,000 to $2,000 for married 
persons, all persons whatever their level of income being allowed 
to deduct $1,000 or $2,000, according as they are single or married, 
before their taxable income is ascertained. Thus, in the case 
of the married, no tax is levied on the first $2,000 of income, 
2 per cent. on the next $2,000, and 4 per cent. on the excess over 
$4,000, instead of (as previously) no tax on the first $4,000 of 
income and 2 per cent. on the balance. That is to say, the normal 
income tax is raised fiom 2 per cent. to 4 per cent. But this is not 
all. .In addition to the existing surtax on incomes in excess of 
$20,000 (which varies from 1 per cent. on that part of a man’s 
income in excess of $20,000 to 13 per cent. on the part exceeding 
$2,000,000), the following additional surtaxes are now imposed : 1 
per cent. per annum on income between $5,000 and $7,500; 2 
per cent. on income between $7,500 and $10,000; 3 per cent. on 
income between $10,000 and $12,500; 4 per cent. on income 
between $12,500 and $15,000; 5 per cent. on income between 
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$15,000 and $20,000 ; 7 per cent. on income between $20,000 and 
$40,000 ; 10 per cent. on income between $40,000 and $60,000 ; 14 
per cent. on income between $60,000 and $80,000; 18 per 
cent. on income between $80,000 and $100,000 ; 22 per cent. on 
income between $100,000 and $150,000; 25 per cent. on income 
between $150,000 and $200,000 ; 30 per cent. on income between 
$200,000 and $250,000 ;.34 per cent. on income between $250,000 
and $300,000; 37 per cent. on income between $300,000 and 
$500,000 ; 40 per cent. on income between $500,000 and $750,000 ; 
45 per cent. on income between $750,000 and $1,000,000; 50 per 
cent. on income in excess of $1,000,000. In each case the stated 
rate is not on the whole income, but on the portion of the income 
between the stated limits. 

Tn the case of corporations the income tax payable at source 
is raised from a flat rate of 2 per cent. to a flat rate of 6 per cent. 

It will be observed that, great though the above increases are, 
they still fall very far short of the combined burden of British 
income tax and supertax. 

The excess profits tax differs from the corresponding British 
measure in three important respects. In the first place the rate 
of the tax varies according to the degree of the excess profit in 
relation to the capital employed; in the second place it falls on 
normal profit where such profit exceeds 9 per cent.; and in the 
third place the tax is levied on individuals engaged in professions 
or occupations as well as on businesses. 

A domestic corporation may deduct from its aggregate net 
income (1) an amount equal to the same percentage of the in- 
vested capital for the taxable year which the average amount of 
the annual net income of the trade or business during the pre-war 
period (1911-1913) was of the invested capital for the pre-war 
period (but not less than 7 or more than 9 per cent. of the invested 
capital for the taxable year), and (2) $3,000; in the case of a 
domestic partnership or of an individual United States citizen 
the deduction under (2) is $6,000; and in the case of a foreign 
corporation, partnership, or individual the deduction under (2) 
is nil. 

On the amount of the net income in excess of the deduction 
thus calculated and not in excess of 15 per cent. of the invested 
capital 20 per cent. is payable; on income between 15 per cent. 
and 20 per cent. of the invested capital 25 per cent. is payable ; 
on income between 20 per cent. and 25 per cent. of the invested 
capital 35 per cent. is payable; on income between 25 per cent. 
and 33 per cent. of the invested capital 45 per cent. is payable ; 
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on income in excess of 33 per cent. of the invested capital 60 per 
cent. is payable. 

Thus the tax involves the difficult technical task of calculating 
the “invested capital,” as to the definition of which an attempt 
is made in the Act, both for the pre-war and for the taxable 
period ; and in the case of businesses normally earning more than 
9 per cent. of the “invested capital” the tax is not limited to the 
taxation of war excess profits. Except, however, for this latter 
class of business, there is no case in which the tax approaches the 
severity of the corresponding British tax. 

In the case of salaried men, business and professional, where 
the capital employed is nominal and the deduction under (1) above 
consequently nil, a flat tax of 8 per cent. is payable on the balance 
remaining after the deduction under (2). This part of the Act 
appears to operate as an additional income tax on earned income 
in excess of $6,000, and has provoked much comment in the 
United States. 

As the precise working of the income and excess profits taxes 
may be a little difficult to follow from the resumé given above, 
the following concrete examples, worked out by a member of 
Congress and incorporated in the Congressional Record, are 
appended :— 

The following table shows the total amount of income, corpora- 


tion and excess profits taxes that will be paid (a) by a corporation 
with a capital of $100,000 and a net income of $50,000; (b) by 
a partnership of three parties with a capital of $100,000 and a 
net income of $50,000 :— 


For Corporations. 


(a) Corporation with capital of $100,000 and net income of $50,000. 
Deducting from net income 9 per cent. of the capital, the maximum deduc- 
tion, plus $3,000, or total deduction of $12,000, shows the taxable income to 
be $38,000. 
Tax on amount in excess of deduction and not over 15 per 
cent. of capital—$3,000 at 20 per cent. ... ; ‘sa $600 
Tax on amount of profit in excess of 15 per cent. of capital 
and not over 20 per cent.—$5,000 at 25 per cent.. £ 1,250 
Tax on amount in excess of 20 per cent. of capital and not 
over 25 per cent.—$5,000 at 35 per cent. 1,750 
Tax on amount in excess of 25 per cent. and not over 33 
per cent. of capital—$8,000 at 45 per cent. ; . 8,600 
Tax on amount in excess of 33 per cent. of capital—$17, 000 
— a a “a .-- 10,200 


at 60 per cent. 
$17,400 
$50,000 


17,400 
1,956 


Total excess profits tax 


Net income x: 
Excess profits tax ... 
Net income subject to income tax- $i 32,600 ‘at 6 per cent. 


Total tax $19,356 
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For Partnerships. 


(b) A partnership of three parties with a capital of $100,000 and net 
income of $50,000. 
Deducting from net income 9 per cent. of capital invested, plus $6,000, 
or a total deduction of $15,000, shows the taxable income to be $35,000. 
Tax on amount of income in excess of deduction and not 
over 15 per cent. of capital a he om we — 
Tax on amount of income in excess of 15 per cent. but 
not over 20 per cent. of capital—$5,000 at 25 per cent. $1,250 00 
Tax on amount of income in excess of 20 per cent. but 
not over 25 per cent. of capital—$5,000 at 35 per cent. 1,750 00 
Tax on amount of income in excess of 25 per cent. but 
not over 33 per cent. capital—$8,000 at 45 per cent. 3,600 00 
Tax on amount of income over 33 per cent. of capital— 











$17,000 at 60 per cent. ... Se We ra ... 10,200 00 
Total excess profits tax... oe ae ..» $16,800 00 
Net income oy. ee wea foi Re er ... $50,000 00 
Less excess profits tax ... ots fee mee a ... 16,800 00 
Income for distribution axe 5a ~e ioe ... 83,200 00 
Share for each partner ifs a ai ae ... 11,067 00 
Income tax for each partner : 
$9,067 at 2 per cent. ... ee aay “ye re Aue $181 34 
$7,067 at 2 per cent. ... ere nes +4 nde aes 141 34 
$2,500 at 1 per cent. ... eee ie ees xs ies 25 00 
$2,500 at 2 per cent. ... a Ae ae x6 aes 50 00 
$1,067 at 3 per cent. ... ae as ee as “we 32 01 
Total for each ... ae — re sei ey ee 429 69 
Total for all three (8 multiplied by $429.69) or .. 1,289 07 
Total tax saa ae és are ee ... $18,089 07 


The principal reflection of a British commentator must be 
one of admiration at the immense taxable reserves of the United 
States of America. The additional taxation now introduced for 
the purposes of the war approaches in amount the total taxation 
now raised in the United Kingdom. Yet, even so, as we have 
seen above, the two principal taxes—on income and excess profits 
—upon which this taxation is based, do not yet begin to approach 
in severity the corresponding taxes in this country. 

J. M. K. 


NOTE ON THE ISSUE OF FEDERAL RESERVE NOTES IN THE 
UNITED STATES. 


STuDENTS of the progress of inflation in this country may be 
interested in the following figures illustrating a parallel move- 
ment in the United States. 

The change of the Banking Law of the United States, by 
which, through the introduction of the Federal Reserve Banking 
system, the legal minimum of ultimate cash reserve against 
deposits has been largely reduced, is already familiar, although 
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the enormous creation of banking credit which this development 
has facilitated during the past twelve months is probably not fully 
realised except by those who have followed the weekly statistics. 
This note, however, is concerned not with this set of facts, but 
with a more recent and less familiar monetary event, namely, 
the changed basis of the Federal Reserve Note. 

Up to so recently as June 21st, 1917, Federal Reserve Notes 
could only be issued against (a) a collateral of 100 per cent. 
commercial paper, and also (b) a reserve of at least 40 per cent. 
in gold. In practice, up to the date at which the law was altered, 
the gold reserve always exceeded 100 per cent. There was there- 
fore no fiduciary element. On May 25th, 1917, for example, the 
notes in circulation amounted to $454,402,000 and the gold 
reserve held against them to $456,611,000. 

On June 21st, 1917, the law was amended in such a way that 
notes could be issued against a reserve of 60 per cent. commercial 
paper and 40 per cent. gold, instead of, as previously, 100 per 
cent. commercial paper and 40 per cent. gold. This change 
rendered possible, and was coincident with, a change of policy 
on the part of the Federal Reserve Board. Immediate advantage 
began to be taken of the full inflationist possibilities of the system, 
as the following figures show :— 












Percentage 
of Gold Fiduciary 
Total circu- Reserve to circulation of 
lation of Notes. Gold Reserve total Notes, 

1917. $. $. circulation. $. 

May 25 454,402,000 456,611,000 100-5 nil. 
June 29 _ ... 508,807,000 402,693,000 81:0 106,114,000 
July 27 sar 534,015,000 434,193,000 83-0 99,823,000 
August 31 ... 587,915,000 493,185,000 85-1 94,730,000 
September 28 699,343,000 555,239,000 80-8 144,104,000 
October 26 847,506,000 614,692,000 73-8 232,814,000 
November 16 972,585,000 629,906,000 65-9 342,679,000 


Thus between June and November of this year fiduciary notes 
have been put into circulation to the extent of $342,679,000, of 
which nearly $200,000,000 were put into circulation in the seven 
weeks ending November 16th. 

Those who lament our own local inflationism by reason of its 
effect in raising world prices will merely see in the above 
figures a cause at work powerfully contributing to the same 
conclusion. 

Those, however, who are chiefly concerned over British infla- 
tion lest it should disturb our monetary relations with the rest 
of the world by raising local prices above their proper relative 
level may take comfort from the fact that a similar phenomenon 
elsewhere tends to redress the balance for us. 
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It is not easy to see how the index-numbers of the world are 
to suffer a sharp fall even when the war has come to an end. 
J. M. K. 


EXTRACTS FROM GERMAN PERIODICALS RELATING TO THE WAR. 


THE transition which has obtained with us the name of “recon- 
struction” is the theme of many articles in the contemporary 
periodical literature of Germany. The revival of foreign trade 
especially occupies the attention of expert writers. An article 
by Professor Eulenberg in the Welthandel for September 28th 
may be taken as typical. He regards the reduction of prices as 
vital for German trade after the war. The causes of high prices 
appear to him to be twofold. In the first place, the shortage of 
supplies, the huge demands of the armies in every country, the 
crippling of trade and the restricted volume of shipping necessarily 
force up the value of goods. From this fact originates the agitation 
for better wages and higher salaries, and this again affects those 
goods of which there is still no shortage. There is also no doubt that 
the issue of great quantities of paper money in the belligerent 
countries is partly responsible for the depreciation of currency 
value. 

These causes may become less operative after the war; but it 
is hardly to be expected that there will be in Germany a return to 
the old level of prices. On account of the great shortage of labour, 
above all of skilled labour, but also owing to the lack of journey- 
men, wages are bound to remain very high. Moreover, raw mate- 
rials, for which there will be a huge demand in all countries, will 
be scarce for a long time. There will be a great famine in cotton 
and copper, timber and rubber, wool and leather, which will force 
up prices. In the same way the international market price of food- 
stuffs of every kind will remain very high. Everywhere the out- 
put of agriculture will be reduced, and for that reason the demand 
will be in excess of the diminished production, and will keep up 
the prices. 

The high rate of interest, too, has the same effect, for it is 
bound to raise considerably the cost of building and the price of 
credit and investments. Landed property will likewise increase in 
value, and agricultural rents will be correspondingly raised. The 
cost of production will therefore be very heavy. Lastly, Ger- 
many can scarcely avoid the levying of taxes on consumption and 
indirect taxes, and will have to subject to taxation transit and 
some processes of production, in order to provide for the payment 


of interest and for other war expenses. 
PP 2 
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There is some ground for the apprehension that the high level 
of prices will be detrimental to the export trade of Germany. But 
some of the fears expressed on this point seem to Eulenberg to 
be groundless; after the war the level of prices in the world- 
market generally will remain high—not only in Germany, but 
all over the world. The causes are not the same everywhere. In 
the neutral countries and the U.S. it is less the shortage of goods 
than inflation—that is, the rise in prices through the excessive 
increase in the circulation of currency, especially of gold—which 
has led to the dearness of everything. In some cases these countries 
are practically swimming in gold, and this necessarily involves its 
depreciation. It comes to the same in the end, however, whether 
the cost of production is increased for this reason or for that. 
These countries will continue to have high prices for a consider- 
able time after the war, and there, too, people will have to make 
up their minds to a permanent raising of the level of prices. This 
also applies to the belligerent States, where the same causes will 
operate as in Germany. 

It is clear, continues Eulenberg, that the British Empire and 
South America, Eastern Asia, and the U.S. after the war will 
have a level of prices similar to the German. The U.S. will, for 
a long time, have to do without the stream of workers which yearly 
flowed into that country. Labour in the cotton, wheat, and mining 
districts will be scarce for years, and for that reason wages will 
be very high. The cost of production for manufactured articles 
in England and the U.S., as in Belgium and Switzerland, will 
not be appreciably lower than in Germany. Thus the competition 
in prices by the manufacturing countries appears to him to be 
practically on an equal footing. Even Japan will not be able to 
offer her manufactures at such low prices as to flood the world- 
market. 

On the other hand, there remains a depreciation in the rate 
of exchange very unfavourable to the entire economic situation. 
But, although on grounds of home policy and the internal 
economic situation Germany must make every effort to rehabili- 
tate her rate of exchange as speedily as possible, the level of 
prices need not at first be an obstacle to German exports. If 
the American, after the war, can purchase from her for $100 goods 
worth Mk.560 instead of at the parity rate of Mk.420, it is natur- 
ally to his advantage to purchase. ‘To exportation, therefore, an 
unfavourable rate of exchange and a depreciated currency act 
as a stimulus. 

As regards the aim of reducing prices, customs policy will again 

















1917] EXTRACTS FROM GERMAN PERIODICALS 569 


play a large part in international exchange of goods. In the next 
few years Germany will not in any event be able to conclude tariff 
treaties, but at best ‘“‘most-favoured-nation” treaties. In order to 
arrive at any kind of tariff agreement, the level of prices must in 
some measure have returned to a normal position, and it must be 
possible to see to some extent what the cost of production will be 
and how the burdens will be distributed. So long as the position is 
not clear on all these points, there is no sense in making individual 
tariff compacts for prolonged periods, as these always depend on 
definite prices. For it must be borne in mind that customs duties 
will have to be determined to a considerable extent according to 
the prices on the world-market. If, as is probable, grain prices 
remain high, then a duty of Mk.5.50 per ton can hardly be 
retained. Owing to the complete alteration in the level of prices 
the question of customs levies will present a new aspect. With 
the best will in the world, people will no longer be able to 
speak of the “well-tried policy of protective duties,” because we 
are faced by entirely new conditions. It is not a question of 
principle, but one of expediency for the whole economic life of 
Germany. 

After Eulenberg may be noticed two writers who diverge from 
him, one in the direction of what may be described as ultra-German 
methods, the other towards the opposite policy of free trade and 
leagues of peace. Von Berg, writing in the Wirtschaftszeitung der 
Centralmdchte, August 31st, expresses the fear that Germany may 
be excluded from trade with the Entente nations. He does not, 
indeed, expect that the resolutions of the Paris Conference will be 
carried out, but, rather, apprehends, the unofficial silent economic 
boycott which threatens Germany after the war. The first of von 
Berg’s remedies is to influence the Press. The war has taught us, 
he says, once and for all that our ideas on this subject are out-of- 
date and must be revised, in spite of the moral scruples of many 
worthy Germans. We must endeavour to work the Press of the 
whole world through a well-organised system of representatives 
and correspondents—very different from idealistic professors with 
their unsophisticated appeals to reason and justice. Foreign techni- 
eal journals and light magazines, the “international” paper and 
the local news-sheet, must equally receive our attention. 

Should certain States or certain producers of raw material 
place obstacles in the way of Germany’s procuring supplies, she 
possesses in the unique position of some of her industries an 
extraordinarily powerful means of reprisal—i.e., the dyeing and 
chemical industries, certain kinds of high-class steel, electrical 
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products, etc. These must be placed under State control for 
export purposes and used as what is called “compensation ”’ 
industries. 

These “compensation” industries must on no account be 
allowed to leave the country. The manufacturing secrets must 
be preserved with particular care. Employees with special inside 
knowledge must not be allowed to emigrate. Betrayal of trade 
secrets must be made legally punishable. The success with which 
in some cases German dyes have been imitated in England shows 
how important this point is and how skilful the English are in 
spying into Germany’s processes. The Deutscher Aussenhandel 
(Vol. xvi., No. 12, p. 291) relates a peculiarly glaring case of the 
secret of a German black dye, which was formerly imported into 
England, having been discovered through repeated journeys of 
an English manufacturer and the treachery of a former employee. 
The good-natured admission of foreigners to German colleges and 
works must cease. The internationalism of German science must 
in future confine itself to comparative studies in Sanskrit and 
mathematics. 

The most difficult problems, however, relate to the reintro- 
duction of German trade into enemy countries. Most business 
men to whom he has spoken picture this as quite a simple matter. 
They think that after the war they will be able to reopen their 
branches which have been closed down, and thence to forward 
to all parts of the world goods bearing German patent or trade 
marks. If, however, Germans proceed on the assumption that the 
attitude of customers in the Entente countries towards all German 
goods is going to be that of “passive resistance” described above, 
it is clear that this plan will not work, and they will unfortunately 
have to resort to commercial mimicry. Everything that comes 
direct from Germany or that bears traces of German origin will 
at first be very difficult to sell in enemy countries. ‘Their whole 
trade will have to go through neutral hands. This will mean both 
an increased danger of the imitation of German articles, whether 
patented at home or abroad, and also an increase in cost of pro- 
duction. This, however, should not hinder the application of this 
method, as it is not meant to be adopted permanently, but after 
the war the foreign market will require considerable time to 
accustom itself to German products. Nor should moral scruples 
deter them. ‘ 

Very different is the tone of Dr. August Miller, a member of 
the German Social Democratic Party and Under State Secretary 
to the Kriegsernihrungsamt. The following extracts from his 
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lengthy article in the Sozialistische Monatshefte for August 15th 
are characteristic :— 

The appalling fact of the war has compelled not only every 
politician, but also every single person engaged in commerce and 
industry, to ponder with the utmost earnestness how in future 
the recurrence of similar catastrophes is to be avoided. 

Many a man on either side seems to regard as the simplest 
solution of the difficulty the “carrying on to a victorious finish,” 
“forcing the adversary to his knees,” in order that he may no 
longer be regarded as a danger. But in the course of this mur- 
derous conflict, lasting for more than three years, such a solution 
has shown itself to both sides to be hopeless. Moreover, history 
teaches us that no great nation can be permanently condemned 
to economic and political impotence or slavery. But should we 
actually succeed in gaining a decisive victory of this kind, in which 
only a very few persons, in view of the world of enemies that 
we have against us, still believe, we should then, as the dominant 
race, have to keep in subjection by force of arms crushed and 
dispossessed peoples. We should have to bear a weight of arma- 
ments for that purpose which would make it impossible for our 
national strength, so terribly weakened in any case by bloody 
losses, again to regain its economic power, and yet, without this, 
permanent political strength is impossible. One day the world 
would rise against the German sway, would burst its fetters, 
would destroy our power, which would be lacking in economic 
support. For if we have been able to hold out this time, we have, 
above all, to thank our economic efficiency. . . . 

An economic war after the war would be unbearable for Ger- 
many, since she must import the raw materials that are lacking 
in order to resume once more the manufacture of a number of 
her most indispensable industries. We cannot do without spin- 
ning material, oil seeds and oils, indiarubber and tar, copper, 
nickel, manganese, phosphates, skins and hides from abroad. It 
is true that foreign countries are also in need of our products, for 
during the war they have missed them very seriously. Economic 
self-sufficiency cannot be brought about even during several years 
of war; in peace it would betoken the decline to a low economic 
level of civilisation which would result in impoverishment, 
lessened capacity of output, and the physical decline of the 
national strength. Even our agriculture cannot permanently do 
without phosphorus and fodder from abroad. Economic self- 
sufficiency would bring in its train economic and at the same time 
political hostility, and also once more the competition in arma- 
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ments of nations already impoverished and becoming constantly 
more impoverished. The great task of peace and of the future, 
on the other hand, is to replace armaments and wars, and, in 
fact, any organisation of nations founded on power by a peaceful 
organisation of agreement and understanding. . . . 

An agreement must be come to on questions of the limitation 
of armaments, of the general jurisdiction of arbitration courts, of 
the open door, and of the most-favoured-nation clause, and-—after 
conceding a certain transition period—of a maximum protective 
tariff, which would perhaps be completely abolished as soon as the 
export of the commodities in question exceeded the imports. Even 
if economic questions do not alone turn the scale in international 
relations, they play a very powerful part in them, and this part 
will be considerably greater after the war. If we are to protect 
ourselves from being deprived of the raw materials necessary for 
our industry, if in the peace treaty we stipulate, perhaps for the 
first two peace years, for the delivery of definite quantities of 
raw materials and the reservation of a corresponding amount of 
cargo-space, we must also pledge ourselves to services in return 
in the domain of economics. Above all, we must learn to recog- 
nise that the advantage which one industry or another derives 
from the prices of its manufacture being increased by protective 
duties is as nothing compared with the harm which mutual ex- 
clusion brings in its train, nothing compared with the disaster of 
a war. No means which may lessen the danger of war for the 
future should remain unemployed. 

The regulation of the German foreign exchange after the war 
is discussed by George Bernhard in a series of articles on ‘“Tran- 
sition Economy ’’ in the financial weekly, the Plutus, which he 
edits. We Germans, he says, must reckon upon an unfavourable 
balance of trade in the period immediately following the war. We 
shall have to bring in such imports are are necessary to improve 
our food supplies. Moreover, our industries are entirely bereft of 
raw materials. But, however carefully we weed out all superfluous 
articles from among other imports of raw materials, even if we 
prohibit altogether such imports as are calculated to injure our 
manufactures of substitutes which have developed so vigorously 
during the war, still extraordinary imports will be necessary in 
order to facilitate the resumption .of the peace-time activities of 
our industries. These important goods, both in quantity and value, 
will greatly surpass our exports. Accordingly, we must give 
systematic support to our exchange during the whole of the tran- 
sition period. For a long time we must expect compulsory noti- 
fication of transactions. It is naturally impossible for everyone to 
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notify every day all the foreign bills that he happens to have in 
his portfolio. That would be too great a burden, not only on the 
business world, but also on the Reichsbank and the private banks. 
But, thinks Bernhard, every business man will have to be com- 
pelled to draw up at the end of the month a statement of all his 
claims on foreign countries and to send it in to the Reichsbank, 
naturally arranged under the headings of the countries concerned. 
The same obligation must be laid on the business world in respect 
of its debts abroad. There ought also to be a compulsory notifica- 
tion of capital investments abroad. 

After developing these suggestions in detail Bernhard concludes 
as follows. A well-managed State organisation of the foreign 
bill business, or at least of the supervision of foreign bills, will 
enable the State to exercise a stimulating or restrictive influence 
on the imports of goods, according as these are important raw 
materials or unimportant luxury articles. In the first period per- 
haps the rough-and-ready protection of import prohibitions will 
have to be resorted to. But import prohibitions are crude 
measures, which, moreover, may give the impression of hostility 
abroad, and they should not be retained in use any longer than 
is absolutely necessary. In many respects the difficulty or facility 
with which foreign bills can be obtained will play a great part, 
and one might imagine, for instance, that the State would grant 
credits at fixed rates of interest for the importation of, or pay- 
ment for, important raw materials by the home consumer. The 
consideration of such possibilities, however, brings us back to the 
most essential feature of transition economy, namely, the regula- 
tion of imports of goods and the distribution of the articles 
imported. 

Even more drastic regulations are proposed by Dr. August 
Miller (a member of the German Social Democratic Party and 
Under-Secretary to the German Kriegserniihrungsamt) in the 
Sozialistische Monatshefte of August 15th. 

When the war is over, he writes, Germany will be immedi- 
ately faced with the fact of the disappearance of the Mk.20 mil- 
liards of her import and export trade, yet who amongst us gives the 
matter a thought, outside the ranks of the economists, traders, and 
manufacturers in whose hands this import and export trade lies? 
As for the question of the currency exchange which is so in- 
timately connected with it, it is a sealed book to the vast majority 
of Germans, while there is perhaps even less realisation of what 
it means that our transport institutions and our industrial plant 
have for three years been subjected to a constantly intensified 
working strain without the possibility of adequate repair... . 
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We shall have to oppose to the private economic control (Eigen- 
wirtschaft) which obtained until August Ist, 1914, the public 
economic control (Gemeinwirtschaft) of the transition period. 

Dr. W. Eggenschwyler, of Zurich, in an article which appeared 
in the September number of Die Bank, anticipates serious shortage 
of capital. The supply of movable accessories necessary for pro- 
duction, as well as foodstuffs, raw materials, and half-manufactured 
goods will be utterly inadequate, since the stock of such accessories, 
so far as they are suitable for use in time of peace, will, it is 
estimated, have been reduced at the end of the war by two-thirds 
of its level before war broke out. If peace had been concluded 
within six months, Europe would have benefited considerably by 
the great American stock of accessories. Now, however, America 
is gradually using up this stock of hers, and is thus injuring her 
Allies more than she can help them in the field. .. . It is not a 
matter of the number of milliards collected in the portfolios of 
the manufacturers and private capitalists, but solely of the actual 
resources available for purposes of production—that is, the stocks 
of goods serving for the maintenance of the army of labour. The 
smaller these stocks, the more sharply is the coming period of 
inauguration bound in the first place to force up all prices and 
thus bring about a crisis. The vanished supply of goods cannot 
simply be evolved again out of nothing, but must grow slowly of 
itself. There will certainly be no lack of employment. The only 
question is whether it will be employment which is remunerative, 
ensuring sustenance, or breadless, that the armies returning to 
their various Fatherlands will find. In order to maintain the 
population flowing back from the field and the war-workshops on 
the same basis of pay and subsistence as during the war, the 
same total amount for pay is necessary as the States and industry 
together expended for this purpose during the war. If, as is 
very likely, industrial private capital in the coming peace con- 
ditions is unable to relieve the State of any considerable part of 
this burden, because on the conclusion of peace the market for 
capital will be entirely exhausted or invested in war loan, then 
it would be necessary for the State in the early years of peace to 
pay out just as much for the employment of the returned armies 
of labour as it did before for the manufacture of armament and 
the prosecution of the war: to wit, at the present value of money 
Mk.30 to 40 milliards in the case of every great State, and, should 
the value of money further depreciate, proportionately more. This 
calculation we can very easily put to the test. Six to nine millions 
of the proletariat discharged from the Army and from war indus- 
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tries (including many persons who formerly belonged to the 
middle class) will require on an average at the present value of 
money Mk.2,500 to 3,000, or, if it depreciates further, Mk.3,500 
to 4,000 as wages. The total—about Mk.20 to 30 milliards per 
annum—is lower than the total war expenditure only because the 
latter also embraces the incomes of contractors and private 
capitalists, and indirectly goes to feed numerous occupations 
which are not included among the six to nine million persons. 

In view of the enormous shortage of goods which is to be 
anticipated and the difficulty necessarily involved by it of ob- 
taining the materials and accessories which are absolutely 
essential for any industrial activity, it is certainly not a matter 
of indifference to the economic development of the country that 
millions of ex-soldiers should be hanging about idle or only 
working half-time for three, six, or more months, and thus, while 
producing nothing themselves, consuming the supplies that are 
still available. It will rather be one of the chief tasks of the 
State from the moment when peace is concluded to provide for the 
utilisation of all the available supplies and labour so as to bring 
about the utmost possible production. This can best be done by 
continuing to employ those who cannot find work in private con- 
cerns for the time being under military control on the land, in 
State undertakings, mines, shipyards, bakeries, and slaughter- 
houses. This could be accomplished by means of a gradual 
demobilisation. 


RECENT PROFESSORIAL APPOINTMENTS AT BERLIN 
To the Editor of the Economic JOURNAL. 


‘Sir, 
In his note on the teaching of economics in Germany after the 
war in your last number, Dr. Epstein calls attention to the two 
new appointments at Berlin, Sombart and Schumacher. In an 
appreciative notice of Sombart, with most of which I am in entire 
agreement, he ascribes the notorious Handler und Helden to a 
judgment warped by war. To me it seems a natural product of 
the man as revealed in his previous work. He was always violent. 
He was nearly as rude to inoffensive economic historians else- 
where as he was in that book to us, the Handler. His philosophy 
seemed to consist mainly in an appreciation of the clashings of 
things, and I have heard a German economist define his style as a 
“schlechte Feuilleton Styl.’ 
Of Schumacher’s political economy Dr. Epstein does not 
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say very much, quite naturally. Schumacher, whom I have met, 
is a finished man of the world, a very different man from Sombart, 
whom I have only read. But my memory tells me that it was 
he who, about two years ago, proposed to retain Belgium, make 
use of her resources, keep her people under with a strong police, 
and give her no political rights. I do not bring this charge against 
him, for I cannot lay my hand on a reference. Can Dr. Epstein 
give me the reference? If he can prove my memory at fault I 
shall be very glad; but 1 think it is right. 

The loud Sombart, with his rant about ‘the steel-clad Ger- 
man Michael, leaning on his sword, and despising the yelps of the 
intellectuals of all nations ’’ (or thereabouts), one can laugh at and 
perhaps forgive. But if my memory is right there is a more culti- 
vated economist in Berlin who should not be admitted into the 
society of decent scholars unless he recants. 

Yours, etc., 
J. H. CLAPHAM 


King’s College, Cambridge. 

[ Note by Editor—Dr. Epstein writes to me with reference to 
Dr. Clapham’s question above :—‘‘ Schumacher is a thorough-going 
annexationist and Pan-German of the worst type. I cannot quote 
chapter and verse for Dr. Clapham’s statement as to his views 


about Belgium,! but I believe that substantially it is correct. It 
is significant of the trend of things in Germany that a violent Im- 
perialist like Schumacher and a political mad-hatter like the author 
of Handler und Helden should have been appointed to influential 
chairs at what is considered the premier University in the Empire. 
It would be blindness or prejudice, however, to minimise their im- 
portance as economists because their political views are vicious.”’ | 





OBITUARY 


ADOLF WAGNER. 


ADOLF WAGNER died in Berlin on November 8th, 1917, in his 
83rd year. Born at Erlangen on March 25th, 1835, he studied 
law and economics at Gottingen and Heidelberg, taking the doc- 
tor’s degree in 1857 with a dissertation, characteristically enough, 
on banking. The greater part of his career he spent at Berlin, 
where he taught from 1870 to 1916. Before coming to the capital 
he held posts as teacher of economics or statistics at the Com- 


* But see Hermann Schumacher, Antwerpen, seine Weltstellung und Bedcut- 
ung fiir das deutsche Wirtschaftsleben., (Leipzig: Duncker und Humblot.) 
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mercial Academy in Vienna (1858-1863), the Commercial Academy 
at Hamburg (1863-1865), the University of Dorport (1865-1868), 
and the University of Freiburg (1868-1870). In 1895 he was 
Rector at Berlin. 

Apart from a great number of lesser writings, beginning with 
his first book, Beitrige zur Lehre von den Banken (1857), 
Wagner’s best-known works are his survey of political economy, 
Grundlegung der politischen Oekonomie, and his treatise on 
public finance, in four volumes (1883-1896), which may be said 
to exhaust the subject. 

His main work in life was to teach economics, and in the 
forty-six years of his academic career at Berlin there must have 
sat at his feet thousands of students, a good many of whom in 
later life, as officials and politicians, helped to fashion the Ger- 
man Empire of to-day. In this sense Wagner may claim to have 
indirectly influenced the economic policy of Germany. But 
directly, too, he has much to his credit, particularly in the ex- 
tensive schemes of social insurance in which Germany led the 
way in the early ‘eighties. Indeed, Wagner inspired, and 
stoutly supported, the whole of Bismarck’s economic programme 
—social insurance, protective tariffs, railway nationalisation, and 
the rest. 

On the public platform, as in the professorial chair, Wagner 
was energetic, rugged, and combative. He was a born fighter, 
having inherited this characteristic, as he once told his students, 
from his father. No sooner was he convinced of the truth of any 
economic theory than he set about getting it carried into practice. 
The dominant theory of his economic creed was that ethics and 
morality must govern economic activities; and as untrammelled 
individualism will not always be just, the State must step in to 
protect those who are economically weak. Yet Wagner grew up 
as a free trader and a devotee of laissez-faire! It was from 1871 
that the turning-point in his outlook may be dated, after the 
famous lecture which brought him the nickname of “ Professorial 
Socialist’? (Kathedersozialtst). There is no denying that, despite 
his extreme chauvinism and conservatism, he was yet a 
Socialist. He condemned econome liberalism and preached the 
excellence of State enterprise and State regulation. It must have 
given him great satisfaction to see how during the war the State 
in Germany took in hand the distribution of food and clothing, and 
the regulation of business and output. His attitude of mind can 
be easily explained—he was a devout Christian and sought to 
apply Christian ethics to modern economic activities. Never- 
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theless, he was narrow in his sympathies. For many years he 
was allied with conservative reaction in Prussia, having been a 
member of the Right in the Prussian Lower House from 1882 to 
1885, and in the Upper House since 1899. As in 1870 he advocated 
the acquisition of Alsace-Lorraine, so in 1917 he favoured the 
annexation of the Baltic Provinces of Russia. 

At his lectures he spoke quickly, his voice sounding as though 
it were emitting short barks. He was always very serious; he 
seemed incapable of smiling. But his thoroughness and the 
extent of his knowledge made the student feel that he was at the 
fountain-head. Wagner studied his pupils’ convenience. At the 
beginning of each course he provided a printed syllabus, contain- 
ing headings and references which were elaborated in the lecture- 
room. I have just turned to my own copy (on economic theory) ; 
it runs to fifty-two closely-printed pages, and one marvels at the 
completeness of the course. Wagner appears to have overlooked 
nothing. 

The account here given of the great German economist may 
be supplemented by the article, by the present writer, in the 
Economic JourRNAL for March, 1916 (pp. 180-132), on the occasion 
of Wagner’s retirement. M. EPSTEIN 


DANIEL BELLET. 


WE regret to record the death, on October 11th, of M. Daniel 
Bellet, perpetual secretary since 1906 of the Société d’économie 
politique, general secretary of the Ligue du libre-échange, of 
which he was one of the principal founders, and professor at the 
Ecole libre des sciences politiques. 

Born in 1864, the son of a professor, Daniel Bellet, pupil and 
successor of Jules Fleury, was brought up in the classical tradi- 
tion of French Political Economy, and devoted his whole life to 
the organisation and popularisation of the ideas of his masters. 
A voluminous writer and frequent contributor to the Journal des 
Economistes, Bellet’s principal réle was to be found, nevertheless, 
in the organisations with which he was associated rather than in 
original contributions to economic science. His passions deeply 
aroused by the origin and progress of the war, his latest publica- 
tions, La Mentalité teutonne and Le Commerce allemand, were 
the vehicle for his feeling of profound repugnance against the 
spirit and genius of the German Empire. A personal and sympa- 
thetic notice of his career from the pen of his colleague M. Yves 
Guyot is to be found in the Journal des Economistes for November. 





CURRENT TOPICS 


CURRENT TOPIcs 


THE following have been elected to membership of the Royal 
Economic Society :— 
Sir P. Aiyer, K.C.S.I. B. B. Mukherji 
F. A. Bland : Miss J. E. Norton 
K. Chandra C. W. Rattray 
P. E. Dollin K. J. Shelley 
Capt. A. G. Donald H. A. Silverman 
R. H. Foa J. P. Srivastava 
H. A. Fortington Mrs. M. B. Stocks 
I. 8. Haji R. Sundarachari 
M. C. Harman Thakur Kushal Singh of 
Prof. W. J. Hinton Geejgarh 
T. Irvine P. Vlasto. 
J. C. Mitra 


Our correspondent in South Africa writes as follows :— 

“The war, making the importation of some goods almost 
impossible, and raising the price of others excessively, has given 
a considerable impetus to manufacturing in South Africa. Clothing 
that was formerly imported, is being made up from imported tex- 
tiles ; a good deal of small engineering work is being done, especi- 
ally the making of spare parts for motor-cars ; and the preparation 
of local foodstuffs is being undertaken more largely than before. 

The Government have appointed an advisory committee, con- 
sisting of scientific and technical experts, on the nomination of the 
local scientific societies ; this committee, which meets usually in 
Johannesburg, has begun by obtaining a number of reports which, 
between them, will form a survey of the natural resources of the 
Dominion. These are being published in a new official Journal 
of Industries. The committee was first under the chairmanship of 
of Dr. Caldecott, metallurgist to the Consolidated Goldfields of 
South Africa, and afterwards under Mr. Bernard Price, consulting 
engineer to the Victoria Falls Power Company. 

The Government, with a view to putting this movement on a 
firm basis, intend shortly to appoint a permanent official, as 
‘ Advisor on Industries.’ 

Prices of local products have risen, but much less than in 
Europe ; perhaps 20 per cent. has been added to the cost of living 
for the working classes in the towns.” 





Ruskin CouueGce held the third of its National Conferences 
of working-class bodies at Birmingham on September 21st and 
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22nd last. The subject discussed was “Some Economic Aspects 
of International Relations.” The papers read were : ‘Commercial 
Policy and our Food Supply,” by Mr. H. Sanderson Furniss, 
Principal of the College; ‘“‘The Influence of the War on Com- 
mercial Policy,” by Professor Edwin Cannan; and “Capitalism 
and International Relations,” by Mr. A. E. Zimmern. All the 
papers evoked animated discussions, which were led respectively by 
Mr. A. E. Mabbs, Coventry Trades and Labour Council ; Mr. J. C. 
Newlove, General Secretary, Postal and Telegraph Clerks’ 
Association ; and Mr. T. E. Naylor, General Secretary, London 
Society of Compositors. The papers, with a full report of the 
proceedings, have recently been published in booklet form, price 
7d. net, 9d. post free, and can be obtained from the Secretary, 
Ruskin College, Oxford, or from the General Secretary of the 
Workers’ Educational Association, 14 Red Lion Square, Holborn, 
London, W.C.1. The publication forms the third volume of 
“The Reorganisation of Industry Series,” published by the 
College. Volume I. is noticed in a review-article by Mr. L. L. 
Price in the Economic JouRNAL for December, 1916. Volume II. 
is noticed among ‘“‘Current Topics,” June, 1917. 





THE alliance which two leading London banks have respectively 
made with two banks in the North of Ireland may be regarded, 
we trust, both as a sign and a cause of Irish prosperity. Certainly 
the shareholders in the Irish banks have gained by the transaction. 
By the exchange of their own shares for shares in the London 
City and Midland: Bank it appears that the shareholders of the 
Belfast Bank will receive 27s. in dividends for every 20s. 10d. 
which they received last year. The shareholders in the 
Ulster Bank receive in return for each of their own shares 
two-thirds of a share in the London County and Westminster 
Bank, together with £2 10s. in cash. It is estimated by the 
Bankers’ Magazine that each shareholder in the Ulster Bank 
will receive dividends from the London institution equal to 24 
per cent., as against 21} per cent. which he received from his 
own bank for the past year, besides interest on the cash payment. 
We leave it to our banking contemporaries to estimate the 
prospects of advantage which have prompted the offers of the 
English institutions. We only venture to say—in words recently 
used in a different connection by the Public Orator at Oxford— 
that one at least of the English banks was actuated “ripe 
ul(s)terioris amore.” 


Miuitary honours have not often in this country been asso- 
ciated with distinction in Political Economy. We should perhaps 
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have to go back to a contemporary of Ricardo, Colonel Torrens, 
for a parallel to the career of Lieutenant D. H. Macgregor, Pro- 
fessor of Economics in the University of Leeds, to whom the 
Military Cross has been awarded “for gallantry and devotion to 
duty in action.” 


AMONG distinctions which economists have received this year 
it should also be recorded that the honour of knighthood has been 
conferred on Professor Ashley, of the University of Birmingham. 
Mr. J. M. Keynes has been created C.B. and Professor S. J. 
Chapman C.B.E. Ce 


PROFESSOR SiR WILLIAM ASHLEY lately came forward at a 
meeting of manufacturers at Birmingham in what he described 
as a “novel réle for an English economist” : that of an advocate 
for combination among manufacturers. He did not dispute that 
the older economists might have been right in their devotion to 
competition, having regard to the conditions of their time. But 
he pointed out that the conditions had been changed by the amount 
of “fixed” charges now required, and the new character of inter- 
national competition. He was attracted not so much by the 
cheapness which might be expected from organisation as by the 
prospect of improvement in the social well-being of the people. 
Combinations can, under competent guidance, serve the immensely 
important social purpose of minimising unemployment. 








Str WILLIAM ASHLEY appeared in another novel réle last 
month when he delivered in Harborne Church, Birmingham, an 
address which is reported in the Guardian of November 22nd, in 
that portion of their columns which is headed “The Pulpit.” 
The part of this powerful address which especially concerns the 
economist is that which contains the renunciation of Adam Smith’s 
doctrine that every individual, while “intending only his own 
gain,” is led by an “invisible hand” to promote the public good. 
It is now recognised, said the preacher, after painful experience, 
that “individual competition with ‘every man for himself’ is not 
always the field of operation of an Invisible Divine Hand, but 
often one where the devil takes the hindmost—and in a real sense 
the foremost too.” 


JUST as we are going to press we learn with deep regret 
that Lieutenant-Colonel William Kennedy has been killed at the 
Front. He had been a student at the London School of 
Economics and was the author of an important study on “English 
Taxation, 1640-1799,” published, in 1913, under the auspices of 
the London School. 

No. 108.—vou. xxvii. Q Q 





RECENT PERIODICALS AND NEW BOOKS 


Journal of the Royal Statistical Society. 


JuLy, 1917. Statistical Aspects of Inflation. Pror. J. S. NicHOoL- 
son. The arguments used by Prof. Nicholson in his article of 
December, 1916, in the Economic Journat are here reinforced 
by statistics. The reading of the paper was followed by an 
interesting debate, in which Mr. Hartley Withers and Mr. Huth 
Jackson took part. Note on the Birth- and Death-rates in 
Various Parts of England and Wales in 1915. Tuomas A. 
Wetton. Ascertainment of Mean Population from Census 
Returns. A. T. TRAVERSI. 


Quarterly Review. 


NovEMBER, 1917. German Trade after the War. W. Harpvurt 
Dawson. Germany will again become a formidable competitor. 
The boycott threatened by the Paris resolutions will not work. 
We cannot supply the French with the articles which they could 
obtain from Germany; nor can our traders be compensated for 
the loss of German trade. The danger of German ‘dumping ”’ 
is not so great, nor so easily counteracted, as some suppose. One 
of our defensive measures, the amendment of the Patent Law, 
actually promoted “ peaceful penetration.’’ ‘Germans who held 
valuable patents set up their own works in this country rather 
than sell their rights for a trifle.’’ Let us combat our rival with 
his own weapons: “brains, science, education, organisation, 
and push.”’ 


Nineteenth Century. 


SEPTEMBER, 1917. Agriculture and the Minimum Wage. F. KE. 
GREEN. A minimum of 303s. is advocated. 


The Round Table. 


Decemper, 1917. After a comparison between German and English 
banking, the leader-writer recommends the creation of an in- 
stitution to form a link between British industries and the British 
investor. Under thé head of ‘Labour and Reconstruction,’’ the 
conditions making for unrest are described from the labourer’s 
point of view; the proceedings of the Trade Union Congress are 
summarised ; and good advice as to the co-operation of employer 
and employed is well expressed. 
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Better Business (Dublin). 


The Need for an Economic Institute in Dublin. G. D. CummMINs. 
An institution on the lines of the Musée Social or the Agricul- 
tural Institute at Rome would be of great benefit to Ireland. 
German Co-operators and the War. F. E. Marks. Extracts 
from the secretary’s report to the Imperial Union of German 
Agricultural Co-operative Societies. The outlook is described 
as satisfactory. Co-operators and the Government. CRUISE 
O’Brien. Referring to the “political policy’’ adopted at the 
Swansea Co-operative Congress and to the Emergency Congress 
subsequently held in London. 


Quarterly Journal of Economics (Cambridge, Mass.). 


Aucust, 1917. The Nature of Interest and the Causes of its Fluctua- 
tions. A. F. McGoun. Marketing Agencies between Manu- 
facturer and Jobber. L. D. Weup. The Use of Private Tokens 
for Money in the United States. E. W. Barnarp. Gasoline 
Prices as Affected by Interlocking Stock-ownership and Joint 
Cost. L. H. Hanny. A Study of Mitchell’s “ Enquiries into 
Prices.’’ B. W. Kina. A criticism of Prof. Mitchell’s “ Business 
Cycles.’’ Trade Unionism in the Iron Industry. A. E. Hoac- 
LAND. General Intelligence and Wages. R. M. Woopsury. 


The American Economic Review (Princeton). 


SEPTEMBER, 1917. The Reserves Situate in the Federal Reserve 
System. Ray B. Westerrietp. Fall River Sliding Scale 
Experiment. Stantey E. Howarp. A lucid description of the 
origin and history of an experiment made in the cotton textile 
mills of Fall River, Massachusetts, between 1905 and 1910; and 
an analysis of the causes which led to its abandonment. The War 
and Trans-Pacific Shipping. ABRAHAM BerGiunp. Early Regu- 
lation of Public Service Corporation. M. H. Hunter. Price 
Problems in the Lumber Industry. Wi1tson Compton. 


The Journal of Political Economy (Chicago). 


JuLty, 1917. The War and Women’s Work in England. Enpitx 
AsspoTT. A specialist on the subject of women’s work sum- 
marises the increase of their employment due to the war, and 
the effect on the wages and the health of the women employed. 
The Uniform Bill of Lading. C. 8S. Duncan. Medical Benefits 
under Workmen’s Compensation. I. M. Rusinow. 


Journal des Economistes (Paris). 


Aueust, 1917. La houille blanche pendant la guerre. A. Paw- 
LOWSKI. Dommages de guerre. D. Betuet. L’impét cédulaire 
sur les revenus. HE. Faucx. La notion du change. M. BELLOM. 
Among the elements determining the course of exchange the 
confidence of the creditors in their debtors figures largely, pro- 
curing delay, substituting for the debtor a compatriot of the 
creditor, and in‘ other ways illustrated in the course of the war. 
The Allies have verified the dictum of Demosthenes that credit 
was more valuable than gold. 


Q Q* 
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SEPTEMBER, 1917. Le Contréle du commerce et de V’industrie par 
V’Etat. A. Rarratovicu. La question de l’alcool. G. SCHELLE. 


Ocrosrr. L’“imperial preference.’”” Yves Guyor. De l’inflation. 
A. Rarratovicu. La commercialisation des Syndicats profes- 
sionels. FERNAND-JAcy. L’Or, les Prix, la Guerre. RENE 


PuPIN. 
L’Economiste Francais (Paris). 


In the numbers for October 20th and November 10th, M. Arthur 
Raffalovich summarises the paper on inflation read by Prof. 
J. S. Nicholson before the Royal Statistical Society, and the 
subsequent debate, and gives his own view that the rise of prices 
is due both to the increase of money and the restriction of supply. 

In the former number M. Edouard Payen describes the 
economic condition of Morocco: prosperous and busy with public 
works, especially the construction of new roads—“ a workshop or 
building-yard (chantier) is worth a regiment as a preserver of 
order,’’ says General Lyautey. The imports—sugar, tea, coffee, 
ete., and many kinds of materials and machinery—exceed the 
exports—mostly products of the farm. The exportation of eggs 
rose from the value of 1,000,000 francs in 1914 to 9,600,000 in 
1916. 

We have not space to summarise the series of instruc- 
tive concrete studies which M. Payen has contributed to earlier 
numbers, showing the production and prices of various com- 
modities in war-time—aluminium, nickel, manures, jute, cotton, 
leather, cacao, tea, and many others. A feature common to 
many commodities required for war is a great increase both in 
price and quantity, e.g., cacao, and jute (required for sandbags 
and other military purposes). The difficulty of regulating the 
price of tea in England is noted. It seems possible to fix the 
price of a standard boot in France, a “national type,’’ of which 
at least a third of the “civilian production ’’ must consist. 


Jahrbucher fiir Nationalékonomie und Statistik (Jena). 


Zur Analyse des Geldproblems. Karu Ester. Referring largely 
to Liefmann’s recent work, Geld und Gold. 


De Economist (La Hague). 


AuGusT—SEPTEMBER, 1917. De Staathuishoudkunde in verstand met 
den wereldoorlog. Pror. J. D’AuLNis pe Bovrovm. This is 
a lecture at the University of Utrecht. The lecturer refers to 
Mr. Treub’s book, Oorlagstijd, for a full description of the breach 
which war has made in the economic régime—veto on exporta- 
tion, rationing, maximum prices, etc. Even before the war the 
old order was changing. Among new ideals is economic self- 
sufficiency, prompting to prohibitive tariffs and a race for “ places 
in the sun.’’ A Protectionist British Empire—Chamberlain’s 
scheme carried out by Lloyd George—would threaten the com- 
merce of the world. Should Holland follow suit? No: a small 
country cannot indulge in “autarky.’’ The “open door ’’ is con- 
sonant with Dutch impartiality. 
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Ocroper. Het Medium voor internationale verrekeningen: het goud. 
M. W. J. Lurrervetp. The position of gold in the international 
market, the monetary policy of Sweden, the views of Profs. 
Wicksell and Cassel and of Mr. Vissering, with other cognate 
topics, are discussed. 


Giornale degli Economisti (Rome). 


Aveust, 1917. Osservazioni su alcune recenti dottrine protezioniste. 
A. Capriati. La misura del Drawback. G. ANORISANI. 

SEPTEMBER. Questioni fundamentale sul valore della moneta. G. 
DEL VeEccuIo. The criticism of recent monetary theories based 
on marginal utility; the marginal cost of credit; the views of 
Knapp, Mises, Wicksell, and other authorities—such are some 
of the topics discussed by the author of Principii della teoria 
economica della moneta. 

OctoBeER, 1917. Sulle nuove tavole italiane di mortalita. F. ISoLERA. 
Per una marina di carico italiana. E. Corsino. Costo di trans- 
porti in terra di Bari (1542-1722). C. Massa. 


Reforma Sociale (Turin). 


JULY-SEPTEMBER. Moneta c Prezzi. Camitto Supino. “In the 
exaggerated importance attached to money resides the funda- 
mental error of Fisher’s theory.’’ Deposits “sustain, but do 
not determine,’’ level of prices. The “purely monetary~ex- 
planation given by Fisher ’’ is defective. Supposing that he has 
thus demolished Prof. Irving Fisher’s theory, the writer goes 
on to “a theoretical reconstruction of the relations between 
money and price.”’ 


Reale Academia delle Scienze di Torino (Turin). 


1917. Postilla sul Costo della Guerra. G. Pravo. Starting from 
Prof. Pigou’s striking theorem that the overpay in war-time of 
functionaries is not a loss to the community in globo, Prof. Prato 
contends that in order to estimate the real economic loss we 
must follow up the uses to which money is put by the working 
classes. He dilates upon the rage for cinema shows (infezione 
cinematografica), the expenditure in England alone of over 
£160,000,000 on drink, in Europe and America perhaps some 
£2,000,000,000 annually, the “thriftlessness of the poor’’ 
(H. Withers), “le velleita sciacquatrici,’’ aggravated by the 
overpay in war-time. Transference of resources into such hands 
involves check to accumulation. A like result is attributed to 
the regulations about bread. Grain is commandeered from the 
thrifty agriculturist at a price which deters him from saving in 
= that bread may be sold at half-cost to the wasteful city 
plebs. 


Ekonomisk Tidskrift. 


The numbers of the Swedish Ekonomisk Tidskrift for 1916 contain, 
in addition to articles relating to matters of more immediate 
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Scandinavian interest, such as local variations of income and 
property in Sweden, contributions to the discussion of some 
problems arising out of the war, such as control of prices and 
restriction of exports, and of others which, though not without 
bearing on war conditions, are the subjects of perennial con- 
troversy. The latter include a lengthy article by Hr. Rohtlieb 
on the limits of intensive cultivation in agriculture, in which 
the importance of the law of diminishing returns is challenged. 
In the main the ground taken is not unfamiliar, in that increase 
of knowledge brings opportunities for greater intensity of cultiva- 
tion, accompanied by improving returns. In the course of the 
argument, however, there occurs the further contention that 
agriculture does not stand alone, but is linked up with the 
industrial developments from which it is equipped with machinery 
and manures, and that the question of whether returns are 
diminishing must be considered from the standpoint not of 
agriculture alone, but of agriculture and industry together. It 
is suggested that from the standpoint of the community there 
may be advantage in pushing the cultivation of land to a point 
at which its yield sells for less than the expenses of cultivation. 
The desirability, in some circumstances, of stimulating agricul- 
turists by a subsidy provided by the community at large is a 
point of no little interest in connection with our own recent 
experiences in connection with the prices of grain and potatoes. 
In another article Hr. Thérnberg discusses various aspects of 
the income concept under the title “Production and Acquisi- 
tion.’’ The views of Professor Irving Fisher in regard to income 
“as essentially a matter of satisfactions are not fully accepted, 
as it is contended that a crop of grain forms part of the income 
of the community in the year in which it is reaped, although a 
part of it at least is consumed in the following year, and only 
then yields satisfactions to those who consume it. The author 
prefers to regard this stage as the realisation of a store of services 
laid up in the previous year. 
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